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THE END OF THE MEXICAN DOLLAR. 


We of to-day are witnessing the rapid extinction of 
a coin which for a very considerable period was more 
widely used than any other known to history. Within 
fifty years the silver peso issued from the Mexican mints 
was current throughout the two American continents, 
circulated in the West Indies and in most of the Islands 
of the Pacific, and was the familiar means of payment 
among all of the Asiatic markets from Vladivostock to 
Singapore. Its predecessor, issued when Mexico was still 
a Spanish colony, had enjoyed throughout the eighteenth 
century, and much of the seventeenth, a similarly wide 
currency. 

From the Mexican mints, the first of which was estab- 
lished in 1535, emanated the pesos, or “pieces of eight,” 
which with their divisional pieces were almost the only 
coins in use among the English colonists of North America. 
From the same venerable source naturally came the coins 
used in Florida, Cuba, San Domingo, Porto Rico, and the 
other Spanish Antilles. Even before 1600 it is said that 
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they circulated in the Philippine Islands and had become 
familiar at such Chinese ports as Canton, Ningpo, and 
Amoy.' During three centuries these coins under one 
guise or another have been pouring out of the Mexican 
mints and distributing themselves over the two hemi- 
spheres. They have played a long and important part 
in the developing relations between East and West, and 
at one time or another they have been employed by men 
of nearly every color and race. To-day, however, they 
seem destined to disappear completely from international 
commerce.” 

The coins of but few other countries have ever attained 
any extended international currency, and the coins of 
Austria alone are at all comparable in this respect to those 
of Mexico. The Maria Theresa thalers, instituted in 1751 
and reissued continually since then with the eighteenth- 
century designs and dates, have been commonly current 
in Egypt, Abyssinia, and the Soudan, and are known in 
the East Indies and the Extreme Orient. They have 
made “the male profile and the elegant blazonry of the 
great empress more familiar to the black races and to the 
yellow races than to the white,’’* but even these dollars 
of Austria have not conquered many markets when com- 
pared in range with the coins of Mexico. 

The persistence and universality of the Spanish dollar 
as a coin of commerce is not difficult to explain. Until 
the opening of silver mines in our own West some forty 
years ago, nearly all of the silver used in the civilized 
world had come from Mexico and Spanish America. More 


1Robert Chalmers, A History of Currency in the British Colonies, Lon- 
don, 1893, p. 371. Cf. pp. 391-394. 

2Upon the general subject see J. D. Casasiis, Zl peso Mexicano y sus 
rivales en los mercados del extremo oriente, Mexico, 1903. 

3 L’économiste francais, September 21, 1895, p. 375. See also the Geschichte 
des Maria» Theresien-Thalers, by Karl Pecz and Josef Raudnitz (Vienna, 1898). 
These writers estimate the coinage of the Maria Theresa dollars between 
1751 and 1897 at 133,200,695. In the years 1898-1903 13,662,700 such dollars were 
issued from the central mint in Vienna. 
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than four-fifths of the silver estimated to have been pro- 
duced between 1493 and 1850 had been taken from the 
mines of these regions.’ It is not strange, therefore, that 
the Spanish colonies of America, with their unexampled 
resources of money material and their well-equipped 
mints, came to supply so many countries with means of 
exchange. That this condition should have come to be 
three hundred years ago is the more understandable if 
one recalls the wide trade relations of Spain at that time, 
and the fact that the Spanish monarchs of the sixteenth 
century were masters of both of the Indies and controlled 
the most extensive empire that the world had ever known. 
Nor is it strange that these coins, once established, have 
held their own, when one remembers that their standard 
of weight. and fineness has suffered comparatively few 
alterations since their institution. For a long period, 
when the neighboring governments were outdoing each 
other in the way of debasement, the Spanish coins remained 
intact, and their exceptional goodness caused them to be 
the more eagerly sought abroad and to pass in a steady 
flow across and beyond the Spanish boundaries. Until 
the beginning of the eighteenth century the “pieces of 
eight” underwent no serious debasement, with the ex- 
ception of certain local issues, such as the Peruvian coins, 
which suffered “scandalous falsification” about the year 
1650, and were accordingly denied currency not only in 
the British colonies, but in Spain itself. During the 
eighteenth century their content was only twice slightly 
tampered with. In 1728 they were reduced in millesimal 
fineness from 930° to 916° and at the same time were 
lowered in weight by about 14 per cent.; but this was os- 


1The total production of silver from 1493 to 1850 is estimated by Soetbeer 
as 149,826,000 kilograms, of which Mexico is credited with 63,657,000, Bolivia 
with 35,064,000, and Peru with 29,432,000. Ad. Soetbeer, Edelmetall-Produk- 
tion und Werthverhdltniss zwischen Gold und Silber. Gotha, 1879. Further 
estimates based upon Soetbeer’s Edelmetall-Produktion (1879) and his Materi- 
alien (1886) are given in Table No. 1. 
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tensibly to pay for the increased cost of making the more 
elaborate coins then struck. Again in 1772, when a great 
recoinage was accomplished, their fineness was reduced to 
902’, without alteration in weight." The standard both 
of weight and fineness adopted in 1772 has been adhered 
to ever since, and remains at the present time that of 
the dollar of the Mexican Republic, which is by far the 
most important surviving representative of the old Span- 
ish “peso.” In all, between 1497 and our own time, ac- 
cording to Professor Sumner, the dollar as a world coin 
was reduced by only 5.9 per cent.’ 

Since the end of the seventeenth century the output of 
the Mexican mines has continuously exceeded the com- 
bined product of all of the other Spanish-American States, 
and Mexico has held the primacy among all the silver- 
producing countries of the world, her position in this re- 
gard having been contested by the United States only 
within the last thirty years. Considerably more than a 
third of all the silver extracted from the earth since the 
discovery of America has come from her mountain slopes 
alone,® and throughout this long period silver has formed 
her principal and, for most of the time, virtually her only 
article of export. As recently as the fiscal year 1890-91 
the silver exports of Mexico were reported as amounting 
to more than 81 per cent. of her total export trade, al- 


1Robert Chalmers, A History of Currency in the British Colonies, p. 392. 

While the legal standard has remained comparatively stable, the law has 
tolerated an excessive variation from the standard, which has sometimes 
been taken advantage of at certain of the Mexican mints. Particular issues 
have thus proved of inferior assay, although within the provisions of the law, 
and have been so discredited in foreign markets as only to circulate at a dis- 
count. This was for a long time the case with the pesos marked G. which 
indicated that they had been coined in Guadalajara. See J. L. Riddell, A 
Monograph of the Dollar, New Orleans, 1845. This work contains pictures of 
425 varieties of dollars. See also Chalmers, op. cit., pp. 393-394. 

2W. J. Sumner, “The Spanish Dollar and the Colonial Shilling,” American 
Historical Review, iii. p. 617. 

3Using the data collected by Soetbeer and Lexis and the directors of the 
mint in France and the United States, I estimate that between 1493 and 1902 
the world’s production of silver aggregated about 284 millions of kilograms, 





























THE END OF THE MEXICAN DOLLAR 325 


though to-day they represent less than 40 per cent. of 
that total. Nor has this silver been exported mainly in 
the form of bullion or of plate or of manufactured ware. 
Until quite lately most of it has passed through the Mexi- 
can mints, and has left the country in the form of coin. 
In the appended table’ one can observe how recent has 
been the change in these conditions. In 1872-73 more 
than 93 per cent. of the silver exported had been coined; 
in 1882-83, almost 81 per cent.; in 1892-93, about 49 per 
cent.; but in 1902-03 only 27 per cent. 

That the situation is rapidly changing to-day is evident 
from these figures, and admits of no doubt. At present 
Mexico’s exports of silver bear a far less important rela- 
tion to her total trade than ever before, and her export 
of coin exhibits even more rapidly dwindling proportions. 
On many accounts the day now seems not far distant 
when the field of activity for the Mexican dollar will be 
limited to the Mexican confines, and it is confidently pre- 
dicted that the outward flow of coins will soon cease 
altogether, some even apprehending that it will be re- 
versed, and that a back flow will overwhelm the country, 
unless the Mexican government takes measures of pro- 
tection against such an event. In the following pages I 
shall sketch the conditions and occurrences in different 
countries from which this change originated and through 
which it is being brought to pass. 

We may begin with the 


UNITED STATES. 


The North American colonists, as has been said, seldom 
saw any other than the Spanish coins. In the English 
settlements, men naturally continued for a long time to 


and that of this total at least 107 million kilos came from Mexico. Of the rest 
the greater part came from Spanish South America,— about 43 million kilos 
from Bolivia, the seat of Potosi,and about 33 millions from Peru. The United 
States has contributed about 44 millions, almost exclusively during the past 
thirty years. 


1 Table No. 2. 
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reckon in the traditional terms of pounds, shillings, and 
pence; but they possessed scarcely any coins of these de- 
nominations, and, when coin payments occurred, they 
were usually made with “pieces of eight” and “reals.” 
In the course of time the word “dollar” gradually super- 
seded the older terms “peso” or “piece of eight” in 
referring to these coins, and in the colonial records of the 
eighteenth century, one frequently finds accounts and due 
bills explicitly reckoned in dollars.' During the War of 
Independence, when the Federal Congress issued bills of 
credit, they made them explicitly payable in the Spanish 
dollars; and, when a little later the leaders of the new 
republic set about the establishment of a national currency, 
Jefferson only expressed the common opinion in declaring 
that among the various currency units the dollar was 
“the most familiar of all to the minds of the people.”? It 
was generally agreed, therefore, to do away altogether 
with the old system of keeping accounts in pounds, shill- 
ings, and pence; and on July 6, 1785, Congress declared 
the dollar to be the ideal monetary unit for the United 
States. The following year, on August 8, 1786, they de- 
cided that the American government should itself issue 
a coin modelled after the Spanish milled dollar as the same 
was then current; and adequate provision for its coinage 
was at length voted in the act of April 2, 1792, establish- 
ing the national mint. 

Those who framed this act undoubtedly expected that 
the new dollar of the United States would rapidly super- 
sede its prototype upon this continent, and that the 
Spanish coin after a brief interval would no longer have 
a place in our circulation; but for several reasons this 
situation was not achieved until sixty-five more years had 


1See, for example, Acts and Resolves of the Province of the Massachusetts 
Bay, vol. iii. pp. 531, 555, 562, 767. 

2 Jefferson's notes on the establishment of a money unit and of a coinage 
for the United States, written in 1782 or 1873, and printed in the Report of the 
International Monetary Conference of 1878, pp. 437-443. 
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elapsed. From the opening of the mint in 1793 until 
1857 only 2,675,550 silver dollars were issued, making an 
annual average of but 41,806 dollars. As many of these 
passed quickly out of the country, the Spanish coins 
and later those of the Mexican Republic continued to 
form an integral part of our currency during all of this 
period. 

The reasons for this situation are well known, and may 
be stated briefly. Congress in 1792 had authorized the 
issue of an American dollar, of weight and fineness cor- 
responding to the Spanish dollar; but, through an error 
in assay, it was decided that the Spanish dollars contained 
only 371} grains of pure silver, when in reality they aver- 
aged of greater weight.’ Nevertheless, this had been pre- 
scribed in the act as the silver content of the American 
coins, and with such content the new coins were struck. 
As the dollars began to be issued, it was soon discovered 
that they did not enter into circulation, and that a regular 
profit was being obtained from their export. Being fresh 
and bright, they were readily accepted in the West Indies, 
and there they could be exchanged for the old but heavier 
Spanish dollars, which in turn were imported and pre- 
sented to the mint for coinage. The expensive operations 
of the mint, it soon appeared, were resulting in no increase 
of our national currency, but were merely a source of 
profit to money dealers. Jefferson, upon learning of this 
in 1806, at once ordered a suspension of the coinage of 
the dollar pieces, and for a continuous period of thirty 
years thereafter not another silver dollar was issued from 
the United States mint. Nor was the situation materially 
altered with the resumption of the coinage of the dollar 
in 1836. The act of 1834 had in the mean time established 


1Dr. H. V. Linderman says that ‘the content of pure silver should have 
been within a fraction of 3774 grains.’ Report on Branch Mints, 1872, p. 9. 
Professor J. Laurence Laughlin says that “the foreign dollars contained 
about 373} to 374 grains pure silver.” History of Bimetallism in the United 
States, 1897, p. 53, note. 
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a new mint ratio between silver and gold (16 to 1), which 
for several succeeding decades was destined to undervalue 
silver and to exclude from circulation not only all full 
weighted foreign coins, but the new American silver coins 
as well. 

So it happened that for more than sixty years after 
the founding of the United States mint worn and muti- 
lated foreign coins, mostly of Spanish origin, continued 
to form the larger part of the country’s silver currency. 
In fact, these Spanish-American dollars with their divi- 
sional pieces were not only a familiar, but a legal means of 
payment in the United States throughout the period. 
They were declared by Congress on February 9, 1793, 
“a legal tender for the payment of all debts and demands,” 
—a provision which was periodically renewed in succeeding 
sessions; and on January 25, 1834, after the Spanish 
countries of America had achieved their independence, 
it was specifically enacted that the dollars of Mexico, 
Colombia, Chile, and Peru, should likewise be made a 
legal tender. Not until February 21, 1857, did Congress 
make any serious effort to rid the country of this igno- 
minious chaos of imported coins. Then, at last, all for- 
mer acts making these pieces current were repealed, and 
rates were fixed at which the government would receive 
them for a certain period for reminting into American 
coins. 

The year 1857 thus marks the first serious contraction 
in the field of activity of the Spanish-Mexican dollars. 
In that year North America was formally closed to the 
coins which had freely circulated there since the early 
years of its settlement.’ 

Nor was this the only measure which the American 
government adopted to restrict the sphere of the Mexican 
dollar. A few years later a more aggressive step was 


1The Spanish and American coins ceased to have a legal standing in Can- 
ada in 1853. Chalmers, p. 188. 
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taken. The attempt was made to interfere with its cir- 
culation in the Far East by the introduction there of a 
new American “trade dollar,” in some respects superior 
to that of Mexico and intended to compete with it. Dur- 
ing the sixties the United States suddenly developed silver 
resources second only to those of Mexico; and Congress, 
desirous of assisting American mine-owners to secure an 
Oriental market for their product, in 1873 consented to 
their having their silver stamped at the government mint 
into coins adapted for the Eastern trade.’ So great was 
the foreign demand for Mexican dollars at this time that 
they continually commanded a premium; and, as the Mex- 
ican government levied a tax of 8 per cent. upon their ex- 
port,? there was every reason to believe that the new 
American coins, which could be freely exported, and which 
would be more accurate in mintage and superior in bullion 
value to the Mexican dollars,* would meet a real demand 
in the East, and might even supersede the Mexican coins 
in those parts. The ordinary American dollar, containing 
3714 grains of pure silver, had never been well received 
in China on account of its inferior content. So the new 
coins were to contain 378 grains, or } of a grain more 
than the standard of the Mexican dollar. This would 
make them worth, at the ratio of exchange prevailing 
when the act was passed, a little more than $1.04 in gold, 
and would have the double advantage, it was thought, 
of rendering them acceptable in the Orient without dan- 
ger of their invading the circulation at home. 


1 Adolf Soetbeer, a few years later, proposed that the German government 
similarly issue a trade dollar for Oriental use, as a means of facilitating the 
disposal of itssurplussilver. Bulletin de statistique et de législation comparée, 
April, 1877, pp. 235-238. 

2The export of silver dollars from Mexico had been subject to a tax ever 
since the conquest. From the year of Independence down to 1857 this tax 
stood at 34 per cent. In that year it was raised to 6 per cent., and in 1872 it was 
raised again to 8 per cent., at which point it stood until its abolition November 
1, 1882. Since this last date the export of coined silver has been free. 


3See appended table, No. 3. 
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The new trade dollars, as had been expected, found a 
ready market in the East. At Hong Kong and the Straits 
Settlements, in French Indo-China, and at several Chinese 
ports they were made a legal tender along with the Mexi- 
can dollars; and the California mint soon found difficulty 
in turning them out fast enough to meet requirements. 
Within six years after the commencement of their coinage 
nearly 36 millions had been struck, and in January, 1877, 
the leading bankers in China reported that there was 
“evidence powerful enough to convince the most sceptical’”’ 
that the United States trade dollar has been a success, 
predicting that “ultimately it will be current all over 
China.”* The American dollar was thus making rapid 
inroads upon the territory of the Mexican dollar and 
threatening it with very serious competition in the Far 
East, when unanticipated conditions in America resulted 
in the abrupt cessation of its coinage and its ultimate 
withdrawal from the field. 

The decline in the price of silver reached such a point 
in 1877 that the silver in a trade dollar was worth not 
only less than a gold dollar, but also less than the depre- 
ciated paper dollars which constituted the circulating 
medium of almost the entire country. As a consequence, 
large numbers of trade dollars began to appear in circula- 
tion. These trade coins really had no legal standing in 
the country, being neither an authorized tender for debts’ 
nor receivable at the public treasury. In the eyes of the 
law they were only discs of metal assayed and stamped 
at the government mint for foreign use; but they bore 
on their face the words “trade dollar” and “ United States 


1 Reports made by the Oriental Bank and the Hong Kong and Shanghai 
Banking Corporation, quoted in H. R. Linderman, Money and Legal Tender, 
New York, 1878, pp. 57-58. 

2The act of February 12, 1873, which first authorized the coinage of the 
trade dollar, had included a list of subsidiary silver coins that were to have a 
legal tender power to the amount of five dollars. In this list the trade dollar 
was inadvertently included; but the mistake was rectified by a special act 
passed July 22, 1876, which removed its legal tender quality altogether. 
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of America,” and it was not strange, therefore, that they 
were frequently given and taken at home at their face 
value. The confusion was aggravated in the following 
year, when Congress ordered the renewed coinage of the 
old standard silver dollar under the Bland-Allison act 
(February 25, 1878); for this meant that dollar pieces of 
even less intrinsic value were to circulate at par under 
governmental authority. If these smaller silver coins 
were to be everywhere receivable as equivalent to the 
gold dollar, it appeared but logical that the larger coins 
issued from the same mint should not be worth less. 

Apprehending the increasing misuse of the trade dollar, 
the Secretary of the Treasury therefore ordered the dis- 
continuance of its coinege on October 15, 1877; and the 
ban was lifted upon only a few occasions after that date, 
when small amounts were coined expressly for exporta- 
tion. The trade dollars still outstanding in the country 
continued, however, to be a source of embarrassment, 
until finally, in 1887, Congress decided to get rid of the 
anomalous pieces altogether. An act was passed upon 
March 3 of that year authorizing the redemption and re- 
coinage into standard silver dollars of all trade dollars 
presented during the succeeding six months. The gov- 
ernment had coined in all 35,965,924 of them, of which 
7,689,036 were withdrawn under the provisions of the 
act, a considerable number having been reimported after 
the passage of the act. The vast majority, however, 
seemed destined to remain in the Orient, unrepaired and 
unreinforced until time and use have accomplished their 
decay or the melting-pot has consumed them. 


THE PHILIPPINES. 

The next and most recent encroachment which the 
American government has made upon the domain of the 
Mexican dollar dates from the Spanish-American War, 
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and culminated in the Philippine currency act of March 
2, 1903. With the coming of the Spaniards in the six- 
teenth century, the coins of Spain began to circulate in 
the Philippines; and these coins, and later their successors 
of the Mexican Republic, have constituted almost the 
only currency in those islands since then. In 1877, to 
be sure, the import of foreign coins was prohibited in the 
Philippines; but as no dollar pieces, or pesos, were ever 
issued from the mint in Manila, and as few coins were 
sent out directly from Spain until 1897, the Mexican 
dollars, which still retained their power of legal tender, 
and which were being regularly smuggled into the islands 
with the knowledge or connivance of the customs officials, 
remained until 1903 the only monetary standard. 

-The advent of the Americans brought a very different 
currency system, based upon a gold standard, into close 
contact with the Mexican silver standard system; and 
some readjustment soon became inevitable. Rates of ex- 
change between the money of the United States and the 
money of the new Oriental possessions were in continual 
movement, both on account of oscillations in the market 
value of silver and because the demand for Mexican 
dollars fluctuated in the contiguous Chinese markets. 
In December, 1898, for instance, the metallic content of 
the Mexican dollar had an average value of 46.6 cents. 
Then it began rising; and by December, 1900, it had risen 
to 50.5 cents. Then once again the process was reversed; 
and two years later, in December, 1902, it had sunk to 
the unprecedented average of only 37.8 cents. Mean- 
while the value of the Philippine money was also affected 
by the changing demand for Mexican dollars in adjacent 
countries,—demands which often could not be readily 
supplied because of the remoteness of the issuing mint. 


1 Datos estadisticos preparados por la secretaria de hacienda y credito 
publico, especialmente para el estudio de la cuestion monetaria, Mexico, 1903, 
Estado Num. 36. 
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In the autumn of 1900, to cite one instance, when more 
than $3,000,000 in Mexican silver were exported from 
the Philippines to meet the demands of the foreign forces 
in China, the exchange rate for the Mexican dollar rose 
very rapidly above its metallic value, only to fall again 
in a few months later with equal rapidity when the for- 
eign forces in China were reduced. Under such conditions 
the efforts of the Philippine Commission to maintain the 
value of the Mexican dollar at fifty cents by temporary 
makeshifts, such as making appropriations in that money 
whenever it tended to fall in value and levying duties 
upon its export whenever it tended to rise, were predes- 
tined to fail." The commission repeatedly urged upon 
Congress the necessity of providing a substitute for the 
Mexican dollar, which would continue uniform in its re- 
lation to the United States dollar, and which would be 
so distinctive in character as to impede its export from 
the islands. This was the advice also of Mr. Charles A. 
Conant, the special commissioner appointed to investigate 
the monetary conditions there, in his report to the Sec- 
retary of War dated November 25, 1901;? and eventually 
a plan along the lines of these recommendations was 
adopted by the American government. 

The matter of remodelling the Philippine currency was 
debated in several sessions of Congress before a bill was 
devised upon which a majority of both houses could be 
persuaded to agree. The Senate for long inclined 
towards the conservative policy of issuing a substitute 
for the Mexican dollar without disturbing the existing 
silver standard,—an arrangement suggested by the Eng- 
lish Bombay dollar then used in the Straits Settlements 
and at Hong Kong, of which we shall hear later on. A 
majority of the House, on the other hand, voted to intro- 
duce a gold standard and the complete American system 


1See Report of the Taft Philippine Commission, made November 30, 1900. 
2 Annual Report of the Secretary of War, 1901, Appendix G. 
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of coins. The compromise which was eventually effected 
in the law of March 2, 1903, provided for the adoption of 
a gold standard, while leaving silver the circulating me- 
dium of the country. It made the gold coins of the United 
States a legal tender for all debts, but provided at the 
same time for the issue of a new American-Philippine 
peso of silver, weighing a trifle less than the Mexican 
dollar, and intended to take its place as the usual cur- 
rency of the islands. This peso, which contained 34 
grains more silver than the standard American dollar, 
was made the legal equivalent of fifty cents in American 
money (although at the time the act was passed its bullion 
value was somewhat less than forty cents); and the com- 
mission was enjoined to preserve this parity by limiting 
the coinage, by selling foreign exchange, by creating a 


‘gold reserve through the issue of certificates of indebted- 


ness, or by “such measures as it may deem proper,” no 
requirement for redemption, however, being stipulated. 
The Secretary of the Treasury began at once to purchase 
silver for the new coins, the dies for which had already 
been prepared in anticipation of the passage of the act. 
The act was passed in March; but before the end of April 
the first shipments of pesos had been made, and by the 
end of 1903 more than 17 million pesos had been sent 
out. Governor Taft at once instructed all disbursing 
officers to make no payments in local or Mexican coins 
after July 1, 1903; and since January 1, 1904, the Mexican 
and Spanish silver has no longer been receivable for pub- 
lie dues. 

The reorganization of the Philippine currency is being 
carried through with surprising expedition. Before the 
American occupation there was an amount of Mexican 
silver circulating in the islands variously estimated as 
between 20 and 40 million dollars, and there were in addi- 
tion about six million especially coined Philippine dollars 
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of lighter weight, sent out by the Spanish government 
only a few months before the war began. Much of this coin 
has been shipped out of the country in anticipation of 
its demonetization: the rest will be purchased as bullion, 
and remade into new Philippine pesos. Meantime since 
January, 1904, the further importation of silver coins 
not upon a gold basis has been forbidden; and, beginning 
with October 1, 1904, a tax is to be levied upon all written 
contracts made payable in Mexican or Spanish coin, or 
other money not based upon gold. The substitution of 
the new money for the old is being accomplished with some 
difficulty, because many of the Mexican dollars weigh a 
trifle less than the Philippine pesos, and are thus preferred 
in making purchases or in settling debts to the heavier coins, 
for which a premium not infrequently can be obtained.’ 
In the remote parts of the archipelago the process of 
getting rid of the old coin is not improbably a matter of 
years. Indeed, it is within the bounds of possibility that 
the price of silver should rise again above 64.1 cents per 
ounce, its nominal value at the present coining ratio of 
32.25 to 1, so that the new pesos would be worth more as 
bullion than as coin. In that event the whole scheme of 
monetary transformation would fall through.? There is 
little likelihood, however, of such a recovery in the value 
of silver, and we may safely consider the Philippine coin- 
age act of March 3, 1903, as marking another definitive 
stage in the contracting field of the Mexican dollar. 


1Fourth Annual Report of the Philippine Commission, dated December 
23, 1903, p. 47. See also the Report of the Chief of the Bureau of Insular Af- 
Sairs, dated October 31, 1903, pp. 6-17. 

3It was in anticipation of some such contingency that Mr, Conant advo- 
cated lowering the standard of the new coins to .835 instead of .900, so that 
it would not be profitable to melt or export them until the price of silver rose 
above 75 cents per ounce. See his Report to the Secretary of War, 1901, pp. 
21-25. 

Colonel Edwards, chief of the bureau of insular affairs in the War Depart- 
ment, maintains that under the present law the new coinage is in no danger 
until silver sells at 66 or 66} cents. “I reach this figure by counting in the 
expense of transportation, melting, refining, and casting into bars, all of 
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One other step in the same direction, which is in part 
connected with the Spanish-American War, may be men- 
tioned in passing; namely, the change of currency in 
Porto Rico. The Mexican dollars had furnished the prin- 
cipal currency for the island during a long period, but 
in 1895 the Spanish government undertook to supplant 
them by making a special issue of lighter coins to take 
their place and arranging favorable terms for their ex- 
change. The new coins were made of the same weight 
and fineness as the Spanish pesos, and bore identical de- 
vices and mint-marks, except for the substitution of the 
words “Puerto Rico” in place of the name of the mother 
country. One hundred of these new coins of lighter 
weight were given for ninety-five of the Mexican, and 
about six million were exchanged in this way. The Mexi- 
can dollars were thus withdrawn from the island, but their 
successors were destined to endure only a brief period of 
service. With the accession of the American govern- 
ment they in turn were supplanted and demonetized; and 
under the act of April 12, 1900, the coins of the United 
States were substituted for them, at the rate of sixty cents 
in American money for one peso of Porto Rican coin.’ 


British COLONIES IN THE Far East.’ 


If we turn now to the British colonies, we are con- 
fronted with a long series of tentative and more or less 
futile endeavors on the part of the British government to 
dislodge the Mexican dollars and to establish in their 
stead the British system of coins. In the former effort 
which go to make up the total cost of reducing the coinage to merchant- 
able shape as bullion.”—New York Evening Post, September 14, 1903. 

1See the Report of the Military Governor of Porto Rico on Civil Affairs, 
pp. 171-174, in House Documents, 56th Congress, 2d Session, 1900-01, vol. 14. 

®The Spanish dollars circulated in England once fora brief period. In 


1904, when the ordinary British silver had been driven out of circulation by 
the notes issued under the Restriction Act, the Bank of England, with the 
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the government has only within very recent years achieved 
a fair measure of success: in the latter effort it has failed 
completely. If we look no further back than 1825, we 
find the home government in that year undertaking a 
systematic plan to force the new British silver coined 
under the act of 1816 into circulation throughout all of 
the colonies. The troops were everywhere to be paid in 
British money; and, in order to give this money general 
currency, rates were established at which it was to be re- 
ceived in place of the Spanish coin.’ These orders were 
far too simple and sweeping to be widely effective, and 
they remained generally inoperative until the great dis- 
coveries of gold in California and Australia came to re- 
inforce them. Then, as the relative value of silver rose, 
the full-weighted silver coins were everywhere forced out 
of circulation where gold and silver had been current side 
by side at a legal ratio. The depreciation of gold was not 
followed, however, in the British colonies in every case 
by the adoption of the British currency. In Canada, for 
example, the gold coins of the United States virtually 
became the standard; and in Newfoundland a gold standard 
of a quite peculiar two-dollar denomination was adopted. 
But it did have one primary effect. It accomplished the 
final exclusion of the Spanish and Mexican dollars from 
the British colonies in America, and except for the repub- 
lics of Spanish America these coins henceforth were ban- 
ished to the Far East. 

In the British colonies of Hong Kong and the Straits 
Settlements the Mexican dollar has continued to dominate 
the circulation down to the present time, notwithstanding 


consent of the government, had a considerable amount of Spanish dollars re- 
stamped and put incirculation. They were not given legal tender power as 
between individuals, but the Bank was obliged to receive them at the rate 
at which they were issued. Lord Liverpool, A Treatise on the Coins of the 
Realm (1805), chap. xxv. Illustrations of these restamped dollars may be 
found in J. L. Riddell, 4 Monograph of the Silver Dollar (1845), Figure No. 29. 


1Chalmers, pp. 23-32. 
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the efforts of the British government to displace it. Great 
Britain came into possession of Hong Kong in 1841; and 
three years later British token silver was proclaimed to 
be the standard, the home government confidently ex- 
pecting that shillings and pence within a brief period 
would take the: place of dollars and cents in the new set- 
tlements. This anticipation was formed, however, with- 
out sufficient regard either to the character of the British 
coins or to the habits of the people concerned. Silver 
had seldom circulated among the Chinese except by weight; 
and, as the British silver had been deliberately under- 
weighted in 1816, it was certain to be discounted by the 
Chinese, and the proclamation of 1844 was foreordained 
to remain ineffective. It eventually became evident, even 
to the authorities, that the Mexican dollars were not to 
be displaced by this sort of legislation; and a new plan 
was devised, intended to establish a British currency in 
the Far Eastern colonies without altering the denomina- 
tion of the coins then in use. In 1864 it was decided to 
open a local mint in Hong Kong, and to issue a British 
dollar of size and weight like the dollar of Mexico; and 
this was actually done two years later. 

The coins issued from the Hong Kong mint for some 
reason or other contained nearly three grains less of pure 
silver than the standard Mexican coins, and for this 
reason and because of their unaccustomed devices they 
were not at the outset well received by the Chinese. It 
appeared that they could only be made to circulate at 
a discount. So, after two years of tentative experience 
with them, the colonial authorities became discouraged 
with the prospective results, closed the mint, and sold 
its machinery to the government of Japan. In the course 
of the two years only a little more than two million of 
the British dollars had been struck, and the experiment 
therefore cannot be said to have been very persistently 
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pursued. That the experiment might have succeeded, if 
persevered in for a longer time, is indicated by the fact 
that these identical dollars were subsequently accepted 
at par," and still more by the recent success of quite similar 
issues. 

The trading communities of the Straits Settlements 
and of Hong Kong have several times since then urged 
a repetition of the experiment; but not until 1895, nearly 
thirty years after, could the government be persuaded 
to make the attempt, the usual reason given for not 
doing so being the difficulty of furnishing coins at a price 
low enough to compete with the Mexican dollar. After 
the summer of 1893 there had been many complaints of 
a scarcity of Mexican dollars, the rating for which, with 
the fall in the price of silver, had risen materially above 
its bullion value. At the same time the Indian mints 
were without work because of the suspension of the rupee 
coinage. The occasion seemed peculiarly propitious for 
a renewal of the British dollar; and the government accord- 
ingly, by an Order in Council of February 2, 1895, au- 
thorized the mints of Bombay and Calcutta to strike 
dollar pieces for any bankers and merchants who might 
require them. The new coins, as regards weight and fine- 
ness, were to be modelled upon the old dollars of Hong 
Kong and the Japanese yen; and a uniform charge of 1 
per cent was to be levied upon their issue. Two of the 
largest Eastern banks guaranteed the experiment by 
agreeing to take a minimum coinage of five million dol- 
lars annually; but it was hoped that the new money, 
when once established, would command a wide circulation, 
not only in Hong Kong and the Straits Settlements, but 
also, on account of England’s wide trade relations, in 
countries not under the British crown. That their hopes 
have already been successfully realized is indicated by 


1Chalmers, op. cit., p. 376. 
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the amount of dollars coined in the intervening years.' 
More than 150 millions have been issued and exported 
to the English settlements on the Pacific; and, being of 
superior coinage and unabraded, they have come into 
circulation in all of the great markets of the Extreme 
Orient. They constitute to-day, in fact, the most serious 
rival which the Mexican dollar has ever encountered in 
those ports. 

Meanwhile the fractional silver coins of 50, 20, and 10 
cent denominations, issued at the mints of London and 
Birmingham for the colony of Hong Kong, have also been 
making inroads upon the territory in the neighborhood of 
Hong Kong that hitherto has belonged to the Mexican 
coins. Over 23 million dollars in these coins have been 
sent out within the past ten years, and the Chinese 
seem actually to prefer them because of their newness and 
unimpeachable purity to their own copper cash or the 
other foreign silver. 

In the Straits Settlements a still further step has just 
been taken towards the extinction of the Mexican dollar. 
For a number of years the matter of introducing a gold 
standard in the Settlements and the Federated Malay 
States has been mooted, and in 1902 the Colonial Office 
appointed a committee to consider the expediency and 
practicability of such a change. This committee reported 
in March, 1903, recommending the gradual introduction 
of “a special Straits dollar of the same weight and fineness 





1 Fiscal years. Number of dollars. 
ee a a ae ee ae ee 3,316,063 
i’ is le 6.6 6.6 ge « & «8 ¢ 6,135,617 
Dh ee ae ew 2. ee. 6's e «+. 8 21,286,427 
ts Aare nits w 6 « 6 2 « © -« © 21,545,564 
a ee ae nw wee} ee eS 30,743,159 
ESS oe Se eee 9,464,991 
Pd hh ie ahh &! ee oe eee 6 4 27,198,656 
as ae eles. a se ew ew 31,671,117 
Ce ee ee 151,361,594 


From the annual reports of the deputy master and comptroller of the 
mint, London. ‘ 
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as the British dollar at present current in the East, to 
be substituted for the Mexican and British dollars, the 
latter dollars being demonetized as soon as the supply of 
new dollars is sufficient to permit of this being done in 
safety.” When this condition has been attained, the pro- 
cedure recommended is exactly the same as that which 
was followed in British India. “The coinage of dollars 
would cease until the exchange value of the dollar had 
reached whatever value in relation to the sovereign might 
be decided on by the government as the future value of 
the Straits dollar,’ and then “the Straits government 
would issue the new dollars in exchange for gold, and at 
the fixed rate.”* The proposals of the committee were 
almost immediately adopted. On June 25, 1903, an order 
was issued for the coinage of a new Straits Settlements 
dollar, to be of weight and fineness like the Bombay dol- 
lars, but to bear distinctive inscription and devices. A 
few weeks later the new dollars began to be struck at 
the Indian mints, and the first consignment of new coins 
reached the Straits in October, 1903. Upon October 2 
the further importation into the colony of Mexican or 
British dollars or of Japanese yen was prohibited, the 
export of the new local dollars being made illegal at the 
same time. The next step will be the demonetization and 
reminting of the silver coins now circulating in the country ; 
and then we may expect a halt in the proceedings, in the 
expectation that the new dollars will rise to a fictitious 
value in exchange for English gold, as the rupee rose in 
British India after the suspension of its coinage in 1893. 
The exact rate at which the par of exchange will eventu- 
ally be fixed has not yet been announced, but it is gen- 
erally surmised that it will be at two shillings,—a rate 


1 Report of the Straits Settlements Currency Committee [Cd., 1,556], 1903, 
pp. 12-13. Many details as to the situation in the Straits Settlements can be 
found in the Minutes of Evidence and Appendices [Cd., 1,585). 
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virtually the equivalent of that recently adopted in the 
Philippines. : 

The execution of this plan will mean the complete ex- 
clusion of the Mexican coins from another extensive 
region in which they have long held sway; and the change 
will affect not only the Straits, but also many of the 
surrounding native states which constitute the Hinterland 
of the Straits, whose trade is principally with that colony 
and whose people are naturally co-users of the Straits 
currency.’ In fact, the new laws regarding the Straits 
currency were stretched to cover the Federated Malay 
States by a series of enactments and proclamations even 
before the end of 1903.2. The influence of the change is 
likely to be still more extensive in that similar methods 
may be adopted in some of the other English colonies of 
the Orient, and will not improbably be followed in neigh- 
boring countries as well. As we shall see, an almost 
identical plan seems about to be adopted in the French 
Oriental possessions, to which we shall next direct atten- 
tion. 

Inpo-CHINa. 


The monetary history of the French colonies in China 
runs closely parallel to that of the English colonies which 
we have just sketched. Here, again, we have a region 
in which the Spanish and later the Mexican dollars had 
long circulated side by side with native currency; and 
here, again, we find the dominant European power under- 
taking to displace the Mexican coins, first by attempting 
to force its own money into circulation, then by issuing 
an imitation of the Mexican dollar, and now at last by 
the proposed adoption of a gold “exchange standard.” 
France came into possession of Cochin China in 1862; and 


1 August Huttenbach, The Silver Standard and the Straits Currency Ques- 
tion, Singapore, 1903, pp. 102-103, 127-128. 

2See, for instance, the order cited in the Report of the United States Com- 
mission on International Exchange, p. 294. 
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the following year her coins were given legal tender power 
there, and began to be paid out by her disbursing officers. 
They never attained a wide currency, however; and when, 
a few years later, the depreciation of silver set in, they 
were of so much greater value in France, where they re- 
tained their fictitious power of exchange, that they were 
no sooner brought into the colonies than they were re- 
exported. Moreover, the trade of Cochin China, and of 
Annam and Tongking, regions which were later annexed, 
was for the most part with the ports of China, Singapore 
and Hong Kong, where the French coins were unavailable 
and where the Mexican dollars were the usual medium of 
exchange, and were continually being exported and im- 
ported in settlement of trade balances. The futility of 
the efforts to substitute the French currency system event- 
ually became clear to the French home government, very 
much as the similar situation in the English colonies had 
a few years before become clear to the English govern- 
ment, and France then fell back upon the expedient which 
England later tried. With the recognition of the ex- 
pediency of retaining the dollar currency the question 
arose whether a French dollar might not be substituted 
for those of Mexico and the United States then current 
in the country. The coinage might in this way still be 
made to affirm the sovereignty of France, even if the 
usual French coins could not be made to circulate. The 
experiment was undertaken tentatively in 1879 with the 
issue of fractional pieces of the dollar." Then in 1885 a 
French piastre de commerce of identical weight with the 
American trade dollar began to be struck. Like its 
American prototype, the French trade dollar was favor- 
ably received both on account of its accurate fabrication 
and its superior weight, which somewhat exceeded that 


1E. Zay, Histoire monétaire des colonies francaises d’aprés les documents 
officiels, Paris, 1890, pp. 116-123; Aug. Arnauné, La monnaie, le crédit, et le 
change, 2d edition, Paris, 1903, pp. 291-328. 
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of the Mexican dollar and the Japanese yen. This slight 
surplus, however, which rendered the French dollars pop- 
ular among the Chinese, was in fact a serious shortcom- 
ing as regards their circulation; for, although 13,170,471 
were struck during the next decade, scarcely any were ever 
seen, the majority being hoarded or melted down by the 
Chinese. Upon this account in 1895 the weight of the 
French dollar was reduced below the standard of the Mexi- 
can coin and almost to that of the yen; and since then 
the French dollar, like the British dollar, has developed 
into a formidable rival for the coins of Mexico. In the 
period since the new French dollar began to be issued 
in 1895 down to December 31, 1903, as many as 44 
million’ of these pieces had been struck; and they appear 
now to circulate freely and without friction alongside of 
the other dollars. 

Within recent months, in Indo-China as in the Straits 
Settlements, a further step has been in contemplation. 
Plans have been debated for bringing the currency around 
to a gold standard upon the lines of the currency reforms 
in British India and the Straits Settlements; and, if the 
changes now under consideration are adopted and suc- 
cessfully carried through, it will soon be a question, not 
merely of increasing competition for the Mexican dollars, 
but of their supersession and legal exclusion from still an- 
other large tract in the Orient.” 


1 The total issue of the second series of French trade dollars is as follows: — 
ee AE OS ge a a a a 1,782,012 


















From the Bulletin de statistique et de législation comparée. 


2See the articles of Paul Leroy-Beaulieu in the £ iste francais for 
January 10 and 17, 1903; also the Report of the United States Commission on 
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JAPAN. 


Japan represents another of the Oriental countries in 
which the Mexican dollar was for long firmly intrenched, 
resisting repeated efforts made to exclude it, but from 
which it has at last been completely driven within the 
course of the past twenty years. When the newly con- 
stituted government of Japan some thirty years ago set 
about the reorganization of the currency, and established 
a mint at Osaka, with the machinery purchased from the 
British government after the fiasco at Hong Kong, they 
were confronted with the universal employment of the 
Mexican dollar. Though desirous of establishing the cur- 
rency upon a gold standard, the government thought it 
necessary to yield to the general predilection for the fa- 
miliar silver dollar, but hoped to meet the demand for it 
with a coin of local mintage. They provided in the act 
of May 10, 1871, for the issue of a silver coin to be known 
as the yen, of size and quality like the dollar of Mexico, 
and gave it the power of legal tender in the treaty ports, 
intending that it should take the place there of the fa- 
miliar Mexican coin. The yen, like the Hong Kong dol- 
lar of 1866, in reality contained about three grains less 
of pure silver than the standard Mexican dollar, and, 
when a few years later it was observed that foreign coins 
still circulated, the situation was at once attributed to 
the underweighting of the yen. The Japanese upon this 
account in February, 1875, raised the weight of their 
coins from 416 to 420 grains, the weight of the success- 
ful American trade dollar, at the same time changing the 
name of yen to boyeki gin, or trade dollar. The experi- 
ment proved futile as a means of expelling the undesired 
pieces. It had in fact just the contrary effect, of attract- 


International Exchange, Appendix H, pp. 379-391. The various decrees and 
ordinances regulating the currency of Indo-China, issued between 1862 and 
1900, may be found in the Rapport du directeur de la monnaie au ministre des 
finances. Septiéme année, 1902, pp. 378-425. 
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ing them to Japan in exchange for the heavier Japanese 
coins; and in 1878 the government decided to suspend 
the further coinage of the trade dollar and to revert again 
to the issue of the lighter yen. At the same time they 
gave to that coin full legal tender power throughout the 
country. 

During the years which followed, as the value of silver 
declined, the Japanese mint was called upon to coin larger 
and larger amounts of that metal; and the yen grew more 
and more familiar and more and more popular. It be- 
came in fact a doughty rival of the Mexican dollar, not 
merely in Japan, but in all of the great entrepdts of the 
Far East. Being of superior design and less frequently 
counterfeited, it enjoyed peculiar credit throughout the 
Orient; and before the appearance of the Bombay dollar 
in the middle nineties the Japanese silver coins were 
probably the most familiar of all coins in the Straits Set- 
tlements and the Malay archipelago,’ and were freely cur- 
rent also in most of the ports of China, Korea, Indo-China, 
and Siam. Between 1871 and 1897 more than 165 
millions of them were issued, and of this total more 
than 110 millions had been sent abroad. So, while the 
Japanese yen gradually ousted the Mexican dollars from 
the Japanese trade centres, at the same time they had 
invaded much of the territory which hitherto had been 
the exclusive domain of the Mexican coins. 

Just at this juncture, when the Japanese silver yen had 
conquered so many of the markets of the East, the Japan- 
ese stopped their coinage, and at the same time took steps 
towards their demonetization within the boundaries of 
Japan. The fluctuations in the price of silver had for 
long rendered trade with Europe and America exceedingly 


18ee Count Matsukata Masayoshi, Report on the Adoption of the Gold 
Standard in Japan, Tokio, 1899, pp. 248-306. Upon the general subject of 
Japanese currency this work and Count Matsukata’s Report on the Post- 
eo Administration of Japan (Tokio, 1901) are the best author- 
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unreliable, and for years the government of Japan had 
had under advisement the possible adoption of a gold 
standard. The receipt of the indemnity money from 
China after the war of 1894-95 at last made this possible; 
and in March, 1897, a law was promulgated declaring a 
new gold coin thereafter to be known as the yen to be 
the standard unit, and restricting the future coinage of 
silver to underweighted coins of subsidiary denominations. 
The coinage of the silver yen, which had found so ready 
a market from one end of the Orient to the other, thus 
came to an end. Those of the coins which had remained 
within the country—about 46 millions in all—were re- 
deemed in gold, and were either made into subsidiary 
silver or sent abroad for sale in Hong Kong, Shanghai, 
and elsewhere. After the 31st of April, 1898, the cir- 
culation of the silver yen in Japan was prohibited; and 
after July, 1898, it was no longer acceptable by the gov- 
ernment for taxes or public dues. 

In the course of two decades the Mexican dollar had 
been driven from Japan, and there had even ceased to 
be in that country any coin of equivalent size and de- 
nomination. Yet in the mean time Japan had injected 
into the Oriental trade the greatest number of competing 
coins that the Mexican dollar had ever encountered up 
to that time. It might be added, in passing, that in the 
newly acquired territory of Formosa’ the Mexican dol- 
lar and the Japanese yen also ceased to be legal tender 
after 1897-98, and that the gold standard coins of Japan 
were installed in their stead. 


CHINA. 


If we turn last of all to China, we find even here the 
sway of the Mexican dollar meeting challenge in our day. 
Ever since the sixteenth century, when the Spanish dol- 


1Matsukata, The Adoption of the Gold Standard in Japan, pp. 379-389. 
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lars were introduced from the Philippines, these coins 
have been widely used. The Chinese government until 
very recently had never issued silver coins of its own, 
but local rulers and well-known firms had authenticated 
the standard of the foreign coins and given them a local 
character by marking them with a special stamp. The 
coins by far most familiar to the Chinese were those of 
Spain and Mexico, circulating by weight, and often stamped 
or chopped by their indorsers beyond all possibility of 
recognition. During the past decade, however, these 
Mexican dollars have been subjected to competition in 


China, not only with the British dollars and Japanese 


yen, but also with local issues, very much as they have in 
other countries. Various of the Chinese provinces have 
established their own minting machinery, and have begun 
to turn out local coins in imitation of the Mexican dollars. 
The first such mint was opened in Canton in 1890, but 
to-day similar provincial establishments are coining dol- 
lars at Foochow, Nankin, Chungking, Tientsin, Moukden, 
and Kirin; and in April, 1903, an imperial edict provided 
for the establishment of a national mint in Peking to 
issue uniform coins for the whole empire.’ The coins as 
yet struck in the local mints have been unreliable as to 


weight and fineness, and we have no complete record as 


1Upon the general subject of Chinese currency see H. B. Morse, ‘Currency 
and Measures in China,” in the Journal of the China Branch of the Royal 
Asiatic Society, vol. xxiv. (1888-89); Talcott Williams, “ Silver in China,” in 
the Publications of the American Academy of Political and Social Science 
for May 8, 1897; J. Edkins, Chinese Currency, Shanghai, 1901; and the article 
of Consul-general Jernigan in the History of Banking in All Nations, New 
York, 1896. 

2 Report of the Director of the Mint, 1902, p. 280. 

3 Jbid., 1903, p. 217. 

In the commercial treaties recently concluded with China by Great Brit- 
ain (September 5, 1903), the United States (October 8, 1903), and Japan it was 
distinctly stipulated that China “take the necessary steps to provide for a 
uniform national coinage.” Report on the Introductionof the Gold Exchange 
Standard into China and Other Silver-using Countries, submitted to the Sec- 
retary of State October 1, 1903, by the Commission on International Ex- 
change, pp. 201, 221, 224. 
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to their amounts. They appear to have met with little 
success in supplanting the Mexican dollars. With the 
opening, however, of a carefully regulated imperial mint 
maintaining an unvarying standard, and the adoption of 
these national coins by the various treasuries for purposes 
of public revenue and expenditure, the eventual superses- 
sion of the Mexican dollar within its last Oriental strong- 
hold may be confidently expected. Should the suggestion 
of the American Commission on International Exchange, 
that China issue at once 200 million such coins, be adopted, 
this outcome will be attained in a very short time.’ 

In a future, then, which is not remote, the Mexican 
dollar will cease to fulfil the functions of an international 
coin, which it has performed without interruption for 
nearly four centuries. The coins which have served so 
long as money for most of the peoples of Eastern Asia, 
in -the British possessions of North America, in the Span- 
ish West Indies, and elsewhere, will no longer be current 
outside of the Mexican boundaries. Nearly half a cen- 
tury has already elapsed since these coins were banished 
from the United States and Canada, but until within a 
decade they had held their own in the Orient. One by 
one in the East rival dollars have appeared, lived for a 
brief day, and disappeared. The British dollars of Hong 
Kong were issued for only two years (1866-68) ; the Amer- 
ican trade dollars survived for fourteen years (1873-87) ; 
and, last and most formidable of all, the Japanese yen 
were issued for twenty-six years (1871-97). 

Two rival dollars of importance continue to be coined and 
used through the Orient to-day,—the British dollars of Cal- 
cutta and Bombay and the French piastres of Indo-China; 
but the expulsion of the Mexican dollar must be cred- 
ited not so much to the competition of these silver 
coins as to the swift and all-pervading drift of the 


1 Report of Commission, p. 52. 
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Orient towards a gold standard, which threatens the ex- 
tinction of the Mexican and the competing dollars alike. 
The already accomplished adoption of gold as a standard 
in Japan and in the Philippines has virtually excluded 
the hitherto familiar coins from those regions; and the 
prospective changes now hanging fire in the Straits Set- 
tlements, Indo-China, and even in the Chinese Empire ~ 
itself, will probably seal the doom of the Mexican dollar 
throughout the rest of the East. The coin which has 
literally been a “universal unit,’’ known in every region 
of the earth, will soon have only a local range; and what 
is more, as we shall presently see, it is not unlikely that 
even in Mexico it will be superseded, or become erelong 
only a subordinate and overvalued token. 





MEXxIco. 


The general movement which we have been observing 
would seem destined to leave Mexico isolated as regards 
her currency and seriously crippled as regards the most 
important factor in her export trade. But Mexican finan- 
ciers have for some time foreseen the situation which was 
impending, and the government has wisely done what it 
could to provide against such contingencies. Since early 
in 1903 monetary commissions and sub-commissions ap- 
pointed by the government have been busily investigat- 
ing plans of currency reform for Mexico which will bring 
her monetary system into line with those of most of the 
great trading nations, and they have been spreading be- 
fore her public bewildering arrays of figures and data 
relevant thereto.’ The proposal has now been made by 


1 The following volumes have been issued by the Comision! Monetaria: — 

Datos para el estudio de la ti taria en Mexico, 1903. : 

Datos estadisticos preparados por la secretaria de hacienda y credito pub- 
lico, especialmente para el estudio de la ti taria, 1903. 

Datos sobre rentas de fincas urbanas in la ciudad de Mexico, 1903. 

An excellent account of the Mexican currency problems has been written 
by the secretary of the commission, Sr. Jaime Gurza, Apuntes sobre la cues- 
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one of these commissions to close the mints to the free 
coinage of silver, to prohibit the reimportation of the 
present silver dollars, and to issue in their stead a new 
dollar, which for the future is to be maintained at a stable 
ratio with gold by some such system as that which the 
United States has put in operation in the Philippines. 
Whether, however, legislative approval for these pro- 
posals can be secured is a matter so doubtful that the 
dénouement of the present agitation cannot as yet be 
safely surmised. 

Meanwhile the Mexican government has taken steps 
in another line, and has adroitly promoted measures 
aimed to restrict the losses which her mine-owners were 
likely to suffer through the dwindling export of silver 
dollars. The general adoption of a gold standard in the 
Orient threatened to reduce the market not merely for 
the coins of Mexico, but for her uncoined silver as well, 
and suggested the grim possibility of an even further 
decline in the value of that metal. An outlook so por- 
tentous for Mexico’s leading industry called for immedi- 
ate action; and the Mexican government met the situation 
shrewdly, though, as it proved, ineffectively. Her offi- 
cials plainly saw that, if the Oriental governments and 
the European powers, especially those having dependen- 
cies in the Orient, could be induced to purchase and coin 
silver in regularly continued amounts, notwithstanding 
their adoption of a gold standard, the foreign demand 
for Mexican silver might survive the extinction of the 
Mexican dollar, and the price of silver might be saved 
from a further decline. The American government was 
accordingly approached by Mexican representatives, and 
solicited to co-operate with the other countries concerned 
through diplomatic channels in an effort “to restore and 


tion de la plata en Mexico, Durango, 1902. This is also republished in the first 
volume of the Commission’s Datos mentioned above. 
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maintain a fixed relationship between the moneys of the 
gold standard and the silver-using countries,” and after 
various manceuvres the American Congress was induced 
in March, 1903, to make an appropriation for this pur- 
pose. The upshot was the appointment of the “United 
States Commission on International Exchange,” which, 
accompanied by a similar delegation from Mexico, visited 
the leading European capitals during the summer of 1903, 
with a number of proposals for the stabilizing of exchange 
rates between gold and silver using countries. The sug- 
gestions advocated by the American commission were 
of two sorts. First, they proposed the inauguration in 
China of a uniform silver coinage, to be maintained at 
. @ fixed ratio with gold,—a plan which required that China 
should “coin as rapidly as possible 200,000,000 silver 
coins . . . about the size of a Mexican dollar.”* Second, 
they proposed that the powers co-operate in maintaining 
the price of silver by agreeing for a period of years in ad- 
vance to purchase regular amounts of bullion. The 
Mexican delegates even went so far as to suggest the 
exact amounts which each government should purchase, 
- the combined engagements to aggregate an annual total 
of 96,000,000 ounces.’ Either of these plans, if realized, 
would help to prop the sinking value of silver, would pro- 
mote greater stability of exchange with the remaining 
silver-using countries, and incidentally would be of bene- 
fit to the silver-producing interests of the world. Un- 
fortunately, however, for those concerned, the voluminous 
arguments of the American delegates aroused only a luke- 
warm interest. The British representatives made no re- 
ply other than by a series of vague and general resolu- 
tions, occupying less than a third of a page.* The French 
commission replied with more elaboration, but expressed 
dissent from almost every detail of the American plan. 


1 Report of Commission, p. 52. 3 Jbid., pp. 187-188, p. 129. 3 [bid., p. 141. 
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Brief and variant opinions were also received from the 
delegates of Russia, Germany, and Holland." 

As regards the reform of the Chinese currency (a propo- 
sition which after all was not an affair of direct concern 
to European governments) there was little objection upon 
general principle; but there were many misgivings, reser- 
vations, and differences of view as to method. Concerning 
the second proposition, that the various governments 
should make regular purchases of silver, the French dele- 
gates thought it “dangerous” and “useless to dwell on’”’; 
the British delegates opined that it “might be adopted as 
far as possible in each country, subject to its monetary 
policy and convenience”’; the delegates of one or two other 
countries courteously acceded to its principle. But no 
government seems likely to take any step towards its 
practical adoption. 

The efforts of the Mexican government to secure in- 
ternational assistance in support of the silver market 
seem to have been without avail. Mexico remains to-day 
still confronted with a contracting market for her leading 
export and with one of the knottiest of money problems 
to disentangle. 

A. Piatr ANDREW. 


1 Report of Commission, pp. 146-162. The following passage from the 
French report well illustrates the attitude of the French commission: “In 
order to maintain the commercial quotations of silver, the producing countries 
invite the consuming countries to give regularity to the demand, while they 
declare themselves unable to give regularity to the supply. It is useless to 
dwell on the unusual character of a proposition which tends to invite on the 
part of Europe an intervention contrary to all economic principles to fix the 
price of a commodity at the very moment when it is declared that fidelity 
to these same principles prevents the giving of regularity to production.” 
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TABLE 1. 


PRODUCTION OF SILVER. 





Estimated Output of Silver in the Principal Silver-producing Countries. 


In Kilograms (000 omitted). 


























1493 to 1850. | 1851 to 1875. | 1876-1900. | 1493-1900. 

ES ° ah deuldecin Rak 63.657 12.548 27.097 103.302 

aaa 35.064(?)} 2.650(?)| 4.260(? 41.974 
0 29.432(?)} 1.790(?) 2.570(?) 33.792 
Austria-Hungary —_ 6.861 -909 1.338 9.108 
Germany ...... 5.850 2.055 4.372 12.277 
a 2.031 398 251 2.680 
United States. ange 5.271 35.071 40.342 
Other countries . . . . 6.932 5.383 16.805 29.120 
Total world’s production | 149.827 31.004 91.764 272.595 





This table is compiled for the earlier periods from the estimates of 
Soetbeer and Lexis, and for the later periods from the mint reports of 
the United States and France. Although many of the figures are un- 
certain and have been differently estimated in other investigations, 
I find no variations which would seriously affect the relative positions 


of the different countries, as contributors to the world’s silver supply. 
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TABLE 2.) 
Exports oF MExIco. 

Total exports Exports of | Percentage | Percentage 

Fiscal years. | i Mexican | Mexican | Of silverex: | of coined 

(000 omitted) (000 omitted) exports. | ver exports. 
1881-82 ..... 29,207 15,822 54.17 73.69 
1882-83 41,919 28,601 68.22 80.72 
| | eee 46,861 32,524 69.40 80.45 
1884-85 ..... 46,812 32,878 70.23 77.47 
1885-86 43,797 29,243 66.77 75.28 
1886-87 49,330 33,041 66.98 67.26 
1887-88 49,079 30,399 61.93 55.39 
1888-89 60,380 38,157 63.19 59.87 
1889-90 62,680 38,054 60.71 60.89 
1890-91 43,426 35,489 81.72 49.98 
1891-92 75,661 48,145 63.63 55.48 
1892-93 88,045 55,479 63.01 48.97 
1893-94 80,084 45,620 56.96 38.11 
1894-95 95,020 48,138 50.60 35.47 
1895-96 110,022 59,056 53.67 34.50 
1896-97 117,784 59,578 50.58 24.47 
1897-98 138,068 67,637 48.98 26.90 
1898-99 . 148,454 67,281 45.32 20.98 
1899-1900 158,248 63,584 40.17 17.10 
1900-01 158,009 72,421 45.83 22.27 
1901-02 168,041 59,582 35.45 19.05 
1902-03 197,729 77,555 39.22 27.21 














1Thie table is taken from the Datos estadisticos preparados por la secre- 
taria de hacienda y credito publico, especialmente para el estudio de la cuestion 
monetaria, Mexico, Palacio nacional, 1903. 
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TABLE 3. 
Sturver CoNTENT OF THE MEXICAN DOLLAR AND ITS COMPETITORS 
Name and date of origin. Weight. | Fineness.|Puresilver. 
Mexican dollar ......... 417} grs. | 9023 | 377} gers. 
American standard dollar re 900 371} 
Spanish b trade dollar (1873) 420 900 378 
peseta pi iece 
Spanish Philippine dollar (1897) 385$ 900 3474 
— Phili “ ee: 416 900 aa 
Kong dollar (1866). .... 416 900 374 
ee ee and Cease ‘oiler — 416 900 3742 
Settlements dollar (1903). . | 416 900 3743 
een trade dollar rar - 420 900 378 
French trade dollar (1895) 416% 900 375 
Japanese yen (1871) ....... 416 900 3742 
Japanese trade dollar (1875) 420 900 378 
Austrian Maria Theresa dollar (1751) 433. 833} 361 














TABLE 4. 
CornaGE oF Sitver DoLLaRs. 


Mexico. Silver coinage of all denominations. 
Colonial period, 1537-1821 . 


Since Independence, 1821-1903 . 1,466 
Entire period, 1537-1903 . . 3,548 
Coinage of one-peso pieces, 1874!- 1903 . 674 


Austria. Levant dollars, 1751-1903 . , 
United States. Standard dollars, 1792-1873 . 
1878-1903 . 


1792-1903 . 
Trade dollars, 1873-1887 . 
Philippine pesos, 1903 . . er 
British India. Bombay and Calcutta dollars, 1895-1903, 
Hong Kong. Dollar, 1864-68 . , ‘ 
Fractional silver, 1893-1902 
Straits Settlements. Dollar, 1903 : 
Indo-China. French trade piastres, first series, 1885-1895, 
French trade piastres, second series, 1895- 
1903... 3 oe 
Japan. One yen pieces, 1871-97 


2,082 million poses 


“ 


it “ 


“ “ 


146,863,395 
8,031,238 
580,045,090 


588,076,328 


35,965,924 
17,883,250 
151,361,594 
2,108,054 
23,550,000 


13,170,471 


55,008,638 
165,133,170 


1Statistics as to the number of these coins issued before this period are 


not available. 


























THE DOCTRINE OF THE DISTRIBUTION OF 
MAINTENANCE AND SOME OF ITS APPLICA- 
TIONS. 


THE term “distribution” is used at present, with refer- 
ence to economic phenomena, in two senses. There is, 
first, the ordinary every-day sense of the business men, 
meaning the parcelling out and physical dissemination of 
goods which have been gathered together by dealers in 
large masses. Thus there is the collection of wheat at 
the primary buying markets, and then its distribution to 
all the places where wheat is turned into flour. From 
these centres in turn flour is distributed wholesale to the 
places where flour finds a market and where there is the 
final distribution by the retail trade. The notion is con- 
crete and geographical. Economists follow this usage 
whenever, for example, they speak of certain cities as 
important distributive points and of a certain form of 
co-operation as distributive co-operation. 

But, as a rule, economists use the term in a second, 
technical sense, meaning the rules of the partition of 
wealth in respect to ownership between all the economic 
agents which have had a part in its production. It is 
not the specific dividing and sharing of any particular 
joint product with which a treatise on “distribution” has 
to do, nor does it aim to show statistically what are the 
total shares of general wealth received by different eco- 
nomic classes: it discusses the laws and principles deter- 
mining the conditions of the sharing of wealth in general 
without stating the quantitative results. The notion is 
abstract and legal-psychological. 

This is the present-day situation. From the middle of 
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the eighteenth to the middle of the nineteenth century, 
however, by a long succession of writers, the term “dis- 
tribution” was used in yet a third sense, midway between 
the two set forth above. It meant the social diffusion 
and the obvious ways and means of individual acquisi- 
tion, not of wealth in general, but of one particular form 
of wealth; namely, the surplus produce of the soil, the 
disposable subsistence or maintenance of a country. 
Some of the early writers of this period held that this par- 
ticular form of wealth, which maintained society, alone 
constituted wealth, and asserted that all laborers except 
agricultural laborers were therefore unproductive. But, 
even with those who did not go so far, the creation and 
distribution of maintenance occupied the centre of their 
system of speculation. They used the concept as an 
organon in handling the economic problems with which 
they were concerned.’ 





1In addition to the Physiocrats and their forerunners (chief of whom were 
Hume and Cantillon), those who have made use of or contributed to this doc- 
trine, in whole or in part, are the following: — 

Sir James Steuart, Inquiry into the Principles of Political Economy (1767), 
Book L., chaps. v.-ix., xi., xiv., and xix.-xxi. 

Benjamin Franklin, Works, vol. ii., an essay entitled ‘On the Laboring 
Poor” (first published in 1768), and the article called “ Positions to be exam- 
ined concerning National Wealth,” dated 1769. Franklin is said to have con- 
tributed to the physiocratic journal, Ephémérides du Citoyen. 

(Necker) On the Legislation and the Commerce of Corn, London, 1776. 
Original French edition, 1775. This work was probably the most important 
scientific counter-blast in France against the free-trade propaganda of the 
Physiocrats. 

Adam Smith, Wealth of Nations, Book I. chap. xi. (Bohn’s edition), pp. 
171-172; Book If. chap. iii. p. 339; Book Il. chap. v. pp. 369; Book III. chap. i. 
Pp. 383-388; Book III. chap. iv. pp. 417-421; and Book IV. chap. ix. (vol. ii.) p. 
205. Ganilh, a follower of Smith, said of him, “He constantly kept very close 
to the system of the French economists.” For Ganilh’s further criticism 
of Adam Smith on his physiocratic side see Inquiry into the Various Systems 
of Political Economy (New York, edition 1812), pp. 87, 111, 127-128, 169, 230-231, 
and 240-241. 

William Paley, Principles of Moral and Political Philosophy (1785), Book 
VI. chap. xi., Pt. IIl., beginning, “ Besides=the production of provision there 
remains to be considered the distribution.” 

The anonymous author of The Essential Principles of the Wealth of 
Nations Illustrated, London, 1797. An excellent description of physiocracy. 

Dugald Stewart, Collected Works, vol. viii., ‘‘ Lectures on Political Econ- 
omy ” delivered at the University of Edinburgh from 1801 to 1810. 

William Spence, Britain Independent of Commerce (1807); Agriculture the 
Source of the Wealth of Britain (1808). 
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The essentials of this early theory of distribution, 
making complete abstraction of money and otherwise 
giving a somewhat developed interpretation, are briefly 
as follows. Agricultural land, being held in large estates 
and farmed efficiently on the basis of modern economic 
motives, yields a produce in excess of that consumed by 
those directly or indirectly engaged in its cultivation; 
that is, by the agricultural laborers themselves and by 
their “secondaries” (Chalmers), who produce for them 
articles of necessary consumption other than food, and 
who contribute otherwise (in the capacity of blacksmith 
and the like) to the prosecution of agriculture. This sur- 
plus produce or net gain of agriculture comes into the 
possession of the proprietors of land, who consume part 
of it (they and their families) and “dispose” of the re- 
mainder. So far as the landlords are taxed by the state, 
a part of their annual stock of surplus produce passes to 
the government as their deputy, which thus becomes a 
disposer on its own account. 

Disposing or distributing consists in handing over sur- 
plus produce or maintenance to some one in return for 
some “equivalent,’’ which may be either a material prod- 
uct or a personal service. Those who thus receive main- 
tenance at the hands of the landlords or their chief deputy, 
the state, are in the position of dependants, and are com- 
pelled to render that sort of “equivalent” which is de- 


The anonymous author of Sketches on Political Economy, with an Expo- 
sition of the Leading Tenets of the “* Economists,” 1809. 

Thomas Chalmers, Inquiry into the Extent and Stability of National Re- 
sources (1808); Political Economy (1832). Chalmers is by far the best exponent 
of the doctrine of maintenance. 

Richard Jones, Literary Remains, consisting of lectures and tracts on 
Political Economy, written during the years 1835-55. See in particular pp. 
79, 118-121, 134-139, 420-421, 440-442, 447, 453, and 461. 

John Stuart Mill seems to have followed Jones in the “ Preliminary 
Remarks” to his Principles. See Appleton’s edition, pp. 30-33 and 37-40. 

William Lucas Sargant, The Science of Social Opulence, London, 1856. 
Sargant describes in'a theoretical way the development of an isolated fron- 
tiercommunity supposed to be without foreign commerce or the use of money, 
which last disguises “the real nature of economical operations.” 
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manded. They may therefore be changed from one oc- 
cupation to another, and are on that account called col- 
lectively the “disposable class.” The agricultural class 
and its secondaries are not “disposable’’: they are fixed 
in their occupation, perpetually renewing the stream of 
surplus produce for the rest of society.’ 

Each member of the “disposable class” consumes (he 
and his family) a certain amount of maintenance, which 
may be called an economic ration, and hands on the re- 
mainder, if there be a remainder, thus becoming a sub- 
disposer himself. He hands on what he receives in ex- 
cess of his ration, because, on the one hand, he cannot 
consume any more; and, on the other hand, if he is to 
get any of the comforts and luxuries of life, he can get 
them in no other way. So far as a member of this class 
lays out an accumulated store of maintenance in a busi- 
ness way, hiring labor and buying materials, and expect- 
ing to replenish that store from-the sale of the product, 
he is not a disposer, but only acting as the directed agent 
of disposers, on whose maintenance-paying power—“re- 
turning power” (Chalmers)—the business depends. Only 
when a capitalist employer expends his profits, parts with 
maintenance permanently, for his own personal gratifica- 
tion, is he himself a disposer,—a responsible director of 
a part of the stream of maintenance of society. The re- 
peated deductions of rations from the stream of main- 
tenance, as it is disposed and redisposed, ultimately ex- 


1] follow Chalmers at this point in respect to terminology. Turgot (Ré- 
flexions, § xv.) called the class of artisans and servants the “stipendiary 
class,” and the class of proprietors the “disposable class,” having in view 
political rather than economic considerations. The landlords were men of 
leisure, and the sovereign could dispose of them to perform one or another 
important service for the state. The regular physiocratic term for what 
Chalmers calls the disposable class was the classe stérile. Sir James Steuart 
called the landlords, together with those dependent upon their expenditure, 
the class of “free hands” (vol. i. p. 48). 

As already intimated above, I depart from the usage of all the early 
writers in that I deal with the distribution of real maintenance, as the spirit 
of their system requires, instead of with the laying out of surplus produce 
turned into a money “ revenue.” 
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haust it, just as the water of an irrigating system—any 
definite supply of it—is used up here and there until it 
all disappears. But at any time while the stream still 
flows, no matter how subdivided, it may be reunited into 
a larger stream again, as when a leading manufacturer 
or merchant collects as his profits small amounts of main- 
tenance from many sub-sources, becoming thereby a 
derivative disposer rivalling or surpassing the landlords 
themselves." 

Suppose, to illustrate the main idea before us, that in 
a given community we start with 5,000,000 units of main- 
tenance, or economic rations, in the-hands of 100,000 
proprietors of land. Then 100,000 rations are deducted, 
and 4,900,000 handed on at the first exchange or distribu- 
tion. Suppose the receivers are 400,000 persons, some 
rich some poor. Then, after 400,000 rations are deducted, 
at the second distribation 4,500,000 rations are handed 
on, the handing on being done mostly by the richer re- 
ceivers. This process, continued, at length distributes the - 
whole of the maintenance of the community (that is, the - 
whole of the surplus subsistence above what the landlords 
themselves consume) to the members of the disposable 
class, who constantly send in the opposite direction, from 
one to another and to the landlord class, a stream of 
“equivalents” in payment. 

The significance of this counter-flow of equivalents has 
been variously estimated. The Physiocrats regarded it 
as only useful directly and in itself. The utilities em- 


1Quesnay and the other Physiocrats recognized that rich representatives 
of the “ money power” of their day might have great influence through their 
expenditure upon other members of the disposable class. But they and 
others like them endeavored to keep this troublesome consideration out of 
sight and to make their three economic classes correspond with the three 
social-political classes of an earlier time,— villeins, landed gentry, and city 
handicraftsmen,—the third economic estate being conceived of as strictly 
dependent upon the proprietors of land for whom and for whom only they 
produced luxuries of one sort or another. 

To the three regular physiocratic classes Chalmers added a fourth class, 
the “secondaries,” which was split up and attached to each of the other 
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bodied in material forms afforded by the skill of the ar- 
tisan, the services of the professional man, the creations 
of the artist, enriched our common civilization,—we were 
all better off for them,—but they did not directly or in- 
directly add to maintenance. They afforded no basis, 
therefore, for economic advance, which was conceived of 
as growth of population and increased ability to support 
armies and other services of the state. Some writers, no- 
tably Chalmers, held that historically the novel and more 
abundant equivalents furnished by the new commerce 
and the new manufactures following the voyages of dis- 
covery had been of the greatest importance in rousing 
medizval Europe on its agricultural side, but that this 
movement had long since spent its force. Others, how- 
ever, grasped the idea of a continuing, progress-making, 
reciprocal influence upon each other of the two leading 
forms of industry. Manufactures, or “trade,” would re- 
quire the support of agriculture; but it would more than 
repay its debt, and thereby would cause agriculture to 
extend itself and do its utmost. “It appears,” said Paley, 
“that the business of one-half of mankind is to set the 
other half at work; that is, to provide articles which by 
tempting the desires may stimulate the industry, and 
call forth the activity of those upon the exertion of whose 
industry, and the application of whose faculties, the pro- 
duction of human provision depends. . . . It appears, also, 
that it signifies nothing, as to the main purposes of trade, 
how superfluous the articles which it furnishes are. ... 
A watch may be a very unnecessary appendage to the 
dress of a peasant; yet, if the peasant will till the ground 
in order to obtain a watch, the true design of trade is an- 





classes and engaged in making necessary articles in contradistinction to 
luxuries. Except in respect to the agricultural class it has seemed to me 
convenient to disregard this advance upon the physiocratic analysis. The 
members of the disposable class I regard as making indiscriminately luxuries 
= necessaries for the landlord class and for other members of their own 
t) 
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swered, and the watch-maker, while he polishes the case 
or files the wheels of his machine, is contributing to the 
production of corn as effectually, though not so directly, 
as if he handled the spade or held the plough.”* This is 
a great improvement on the misty idea of Quesnay, that 
the way to encourage agriculture is for the great proprie- 
tors to spend more of their “revenu” on “luxe de sub- 
sistance” and less on “luxe de décoration.’’ Let the 
agriculturist get and enjoy some “luxe de décoration” 
himself, says Paley, and the trick will be done. 

Finally, the question arises, either in respect to the 
forward-flowing stream of maintenance or in respect to 
the counter-flow of equivalents, upon what principles do 
the members of the disposable class divide it, according 
to what laws do the recipients individually get a larger or 
a smaller share? The exponents of the doctrine under 
consideration make no answer beyond the hypothesis that 
the wages of labor are habitually at a subsistence level, 
and that there is a certain customary rate of profit in every 
society. In other words, they are not concerned with 
“distribution” in its modern sense. 


The first application of the doctrine of maintenance 
(which, though limited in its scope, still has its uses) is 
to the question of land tenure, or, more specifically, the 
question of large vs. small farms. This question has usu- 
ally been considered from the technical point of view; 
and this, indeed, is doubtless its most important aspect. 
But Chalmers and some others have insisted that there is 
another aspect of the matter which must not be over- 
looked. Even if the zeal and diligence of a peasant pro- 
prietor should fully compensate for deficiency in the use 
of machinery and the like, even if petite culture were just 
as efficient as grande culture, they urge that nevertheless 


1 Works, American edition (1811), vol. iii. pp. 485-486. 
Compare with this passage that in Necker’s work, The Legislation and 
Commerce of Corn, pp. 48-51, where precisely the same position is taken. 
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a system of peasant proprietor holdings is undesirable. 
They point out that under such a system, if carried far 
enough, the whole produce of the land will be eaten in 
situ by a swarm of little people and their dependants, 
leading narrow existences upon the soil. Rent, surplus 
produce, will be absorbed: it will be “elided.”* The 
richer soils under these circumstances will no more yield 
a disposable surplus produce than the poorer soils: they 
will simply support a denser agricultural population. 

It should be admitted, I think, that whether the same 
or a greater total population is supported, society would 
nevertheless suffer a distinct loss from the establishment of 
the peasant proprietor régime. When the surplus dispos- 
able produce or maintenance is cut off, the disposable 
population is cut off with it,—all except such persons as 
are supported by taxes wrung from the peasantry. And 
this means an absence of art, of unpaid public service, of 
development of the learned professions, of the undertak- 
ings of great men of affairs,—in short, an absence of nearly 
all those things which differentiate and ennoble a society. 
In other words, a nation which goes in for a “five-acres- 
and-a-cow” system of land tenure will have, so far as it 
is self-supporting, a “ five-acres-and-a-cow’’ civilization. 

Over a great part of the world the agency which secures 
and extends that element of good rural economy which 
consists of a certain management maximizing the surplus 
yield of the soil (in contradistinction to better technical 
processes increasing the total yield, though the two are 
connected) is the landlord-and-tenant system. The self- 
interest of the landlord “purges the land of idle mouths” 
(Steuart), for that means an augmentation of his rents. 
Thus do the apparent drones perform a service in the 
human hive. 


1This is the expression of Loria, who, contrary to Chalmers and others of 
his way of thinking, regards rent and all its social-economical effects as an 
evil to be got rid of by a system of smal] estates. See La rendita fondiuria e 
la sua elisione naturale (1880). 
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But the landlord system will work no better than the 
peasant-proprietor system unless the landlord intelli- 
gently understands and zealously pursues his interest. 
Whenever, from mistaken benevolence or other non-eco- 
nomical motives, he allows the people to multiply on petty 
holdings, a sad state of rural destitution and general social 
feebleness may at length arise, such as was formerly the 
case with Ireland. As one writer put it, speaking of the 
situation in 1825, “By a long course of mismanagement, 
arising from the non-residence, indolence, or inattention 
of their proprietors, Irish estates. have become encum- 
bered with a dense population which the whole produce 
of the land, as it is now cultivated, is utterly inadequate 
to support.”* ... The same writer tells of the way out of 
a similar condition of affairs in the eighteenth century 
in Scotland. This passage, describing a part of the great 
economic revolution following the Act of Union, will bear 
quoting at length :— 


In almost every district [of the Highlands] the land had become 
excessively subdivided among a numerous race of petty and in- 
digent. occupiers, until, in many instances, it had become imprac- 
ticable for the owner to obtain any rent for his land, its whole 
produce being barely sufficient to afford the most scanty subsist- 
ence for the wretched cottiers by whom it was cultivated. Grad- 
ually and almost imperceptibly the landlords disencumbered their 
estates of their excessive population; as they became empty, cot- 
tages were pulled down; many small holdings being thrown into 
one, farms became gradually enlarged, and the owner is now en- 
abled to obtain a high rent for land which, under the old system, 
was barely sufficient to maintain the occupiers. The effect of this 
change in the management of land is not less conspicuous in the 
improvement which it has produced in the comfort of the culti- 
vators than in the addition which it has made to the revenues of 
the landlords. Formerly they lived in huts and cabins, similar 
both in extent and accommodation to the hovels which now shelter 
the Irish cottiers; their food, habits and manners, were as scanty, 
rude and savage, as those of the Irish peasantry. The alteration 


1 Quarterly Review, vol. 33, p. 462. 























366 QUARTERLY JOURNAL OF ECONOMICS 





in the mode of letting land has brought about a complete revolu- 
tion in their condition. The population of every parish where no 
manufactures have been introduced to keep it up, has been re- 
duced in its numerical amount; where a crowd of paupers once 
vegetated in poverty, indolence and filth, a respectable number 
of industrious farmers now reside in comfortable and well-con- 
structed houses, suitable to the circumstances and wants of affluent 
yeomen; and a considerable number of the cottiers who were for- 
merly spread over the land and existed in listless and half-occupied 
indolence, have either emigrated to the colonies or into manu- 
facturing towns, where they live in comfort and comparative 
abundance upon the earnings derived from constant employment 
(pp. 465-466). 


In the United States (I refer especially to the North 
and West) we do not have the landlord system, and for 
special reasons we do not need it. The American farmer, 
though an owner-occupier, is no peasant: he is a business 
man who pursues agriculture “as a trade,” not “as a 
direct means of subsisting” (Steuart); he is fully in the 
current of the world’s intellectual movements, he is ready 
to change to other callings. For these reasons we may 
rely on his maintaining and even extending his standard 
of living as the force which will prevent agricultural re- 
trogression. With his ambition we need to couple op- 
portunity, which consists not in his land alone, but in 
improved and still improving means of transportation 
connecting his land with external markets. But what 
the future has in store in this matter is uncertain, especially 
in view of the great mass of peasant immigrants who are 
pouring into the country and establishing themselves upon 
the soil. In some parts of the country the old rural order 
seems to be changing, and giving place to something dis- 
tinctly on a lower plane. Probably little can be done 
directly to correct any evil which may arise; but whatever 
innovations are made by legislation should be in the di- 
rection of favoring large estates. 
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In this connection it may be observed that the signifi- 
cance of the New England “abandoned farms” has been 
by most writers misconceived. It is really a situation to 
be proud of, as it shows fully that “the police” of the 
landlord in that region is not needed: it reveals agrarian 
self-government at work. In the mountain region of the 
South there are no large landlords and there are no “ aban- 
doned farms’’; but there are a multitude of “ poor whites,” 
ignorant, corrupt, and politically inefficient, and (to use 
one of their own expressions) generally “no account.” A 
different agrarian system (imposed from without, as the 
people cannot themselves develop it) would not change 
everything, but it would accomplish much." 


The second application of the theory of the distribution 
of maintenance is to a subject growing out of the first; 
namely, the question of absenteeism. Suppose the system 
of land management and cultivation of a country creates 
a maximum amount of maintenance, but the proprietors 
of land who first receive it reside abroad: is the home 
country impoverished or in any way permanently injured 
thereby? M’Culloch in his evidence before a Parliamen- 
tary Committee on Ireland in 1825, and again in 1830, 
replied to this question in the negative. His argument, 
which has been accepted ever since by most economists 
following the English classic tradition, may be stated 
thus. 

1Part of the older literature bearing especially upon the topic under dis- 
cussion is the following: Chalmers’s Political Economy, the chapter on 
“ Primogeniture,” which met with M’Culloch’s unqualified approval in his 
criticism of Chalmers’s work in the Edinburgh Review, vol. 5. (Compare 
M’Culloch’s edition of the Wealth of Nations, note xix., vol. iv.) Quesnay: 
L’Encyclopédie, articles “Grains” and ‘“ Fermiers”; Explication du tableau 
économique, p.6; Extrait des economies royales de M. Sully (an appendix to 
the Tableau), pp.1 and 4. Mirabeau, Philosophie rurale, pp. 47 and 284. Sir 
James Steuart, Inquiry, pp. 86-89. Ganilh, System of Political Economy, 
New York edition, 1812, pp. 137-138 and 141-142. Edinburgh Review, vol. 45, 
No. 89, an article on the Report of the Minutes of Evidence before the Select 


Committee of the House of Commons on Emigration from Great Britain and 
Ireland. Robert Torrens, Essay on the Production of Wealth, pp. 139-142. 
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The landlord’s agent in Ireland collects his rents in 
money, and with this money buys a bill of exchange which 
he remits to the landlord. Next the person who sells the 
bill buys with the proceeds Irish commodities which he 
ships abroad as “cover” for the bill. Finally, the absen- 
tee collects his bill, when due, of the acceptor, or gets it 
discounted in advance, and with the foreign money so 
obtained buys Irish commodities, or their equivalent,— 
he either actually buys the things shipped out of Ireland 
as “cover” for his bill or foreign products which those 
things pay for. In the end, therefore, the only difference 
made by his foreign residence is that he consumes, him- 
self or by deputy, a certain amount of Irish commodities 
abroad rather than at home. In the one case the people 
of Ireland pay foreigners to keep their landlords, in the 
other case they keep them themselves: either way they 
must bear the expense of their keep. In either case, after 
the landlord’s consumption is provided for, there remains 
“the same amount of commodities for the people of Ire- 
land to subsist on.” In either case the landlord’s “in- 
come” “must be all laid out, in the first instance in Irish 
commodities.” “To whatever extent Ireland may be 
benefited by the expenditure of a gentleman’s revenue 
in it when he lives there, to precisely the same extent will 
it be benefited when he goes out of it.” 

Being pressed by the examiner as to whether it was 
“the same thing as regards the employment of labor,”’ 
whether the gentry are absentees or not, M’Culloch re- 
plied -— 


I think very nearly the same thing. ... I think, as far as re- 
gards the purchase of all sorts of labor, except that of menial ser- 
vants, absentee expenditure is never injurious to a country. ... 
The only injury with reference to wealth from absentee expenditure 
is, that there may be a few menial servants thrown out of em- 
ployment when the landlords leave the country, unless they take 
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their servants along with them. ... In a country, however, where 
absenteeism has been so long prevalent as in Ireland, I should say 
that this circumstance cannot have any perceptible effect. 


The argument set forth above is ambiguous. What is 
the landlord’s “income” for the purposes of this discus- 
sion? Is it his money rents or the surplus produce of his 
estates the sale of which furnishes that money? Or is it 
the final “equivalents” received by him, the results of the 
labor of a disposable population at his command? Again, 
what are “commodities”? On some kinds of commodi- 
ties people can “subsist,’’ on others they cannot. Still 
again, what is “expenditure”? Is the mere transfer of 
money rents to one middleman in payment for a bill of 
exchange, and then its second transfer in purchase of 
“cover” for the bill, which may be simply the purchase of 
real rents (surplus produce) of another middleman, is 
this set of transactions the sort of thing which gives “em- 
ployment”’ to labor? 

The whole matter is cleared up when we deal with main- 
tenance instead of with money rents, when we regard the 
landlord’s final income (barring his own personal consump- 
tion of food) as consisting of “equivalents” which he ob- 
tains by disposing of maintenance, and when we take ac- 
count of two very different sorts of commodities which 
may be shipped abroad as cover for the absentee’s bill. 
The landlord’s real and final income consists partly in 
personal services and partly in material products. As 
regards that part which consists of services, it must be 
received wherever he resides, as M’Culloch himself per- 
ceived to a slight extent. But we are not called upon 
merely to make some allowance for “menial servants.” 
A wealthy man’s physician and lawyer are not menial 
servants; but they must nevertheless follow the person 
of their client. So, too, with his tailor, his theatrical 
entertainer, and many others like them: they cannot live 
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in Dublin and minister to a man who resides in London 
or Paris. When a landlord leaves Ireland, of course the 
professional persons dependent on him may not expatri- 
ate themselves to follow him. They may remain behind, 
and eke out some sort of an existence. But in the end 
there will be fewer physicians and lawyers and tailors in 
Ireland, and more in the country of residence of the ab- 
sentee. And this is not all. A landlord’s lawyer and 
physician, his tailor and hair-dresser, hand on mainte- 
nance to others in the community who serve them. The 
final result, therefore, when many wealthy citizens of a 
country permanently reside abroad, is that that country 
is deprived of a considerable population, to its great social 
and political disadvantage.’ 

This is what is likely to happen, what may be expected 
to happen, in most instances. Of course, it is conceivable 
that, when the landlords leave Ireland, their former ser- 
vants, high and low, and those servants’ servants, may all 
turn manufacturers, continue to subsist on the mainte- 
nance produced by Irish soil, and export some article in 
demand in foreign markets, which, being exchanged for 
a fresh stock of maintenance produced somewhere abroad, 
becomes available for the support of the landlord’s new 
retinue of foreign servants. Whether or not this adjust- 
ment will take place in any given instance would depend 
on the suddenness of the change, the industrial cireum- 
stances of the home country, and the opportunities exist- 
ing abroad to extend and improve cultivation so as to 


1In a primitive economic state where manufactures are not carried on 
with much fixed capital ata “ seat,” and the product disposed of through mer- 
chants to the general trade, and where in consequence al! laborers virtually 
render a personal service, some very striking results follow the change of 
location of the great prime disposers. Thus Richard Jones tells us (Literary 
Remains, p. 139): “When Aurangzeb moved from Delhi on his summer ex- 
cursion to Cashmere, the town was partially depopulated: four hundred 
thousand men waited on his progress. In the long and arduous struggle in 
the Deccan, which lasted twenty years, the expenditure of the Court was 
removed to the seat of war, and nearly two million of souls crowded round 
the overgrown camp.” 
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provide increasing supplies of maintenance. At any time 
the existing maintenance of the world is all taken up by 
existing population. If therefore great disposers shift 
about, large masses of maintenance must be shifted about, 
and population will be encouraged in one place and dis- 
couraged in another. 

But, even if it be fully admitted that absentee expendi- 
ture for personal services causes, as a rule, a loss of wealth 
and population to the home country, it may still be urged 
that absenteeism is of no consequence, so far as concerns 
expenditure for material products. Does it make any 
difference, it is asked, whether an Irish landlord imports 
a foreign-made piano and uses it in Ireland or whether 
he both buys it abroad and uses it abroad? No, of course 
not, so far as using goes, except for a rather fine point. 
A piano used in Ireland may afford some satisfaction, 
may elevate and delight some of the plain people of Ire- 
land, even though they do not own it and play it them- 
selves: they certainly can never receive any such benefit 
from a piano used abroad. It has been well said, in con- 
nection with the subject before us, “There are few enjoy- 
ments so personal and selfish as not to be diffused in some 
degree or other at the moment and place of consumption.” * 

But the main point now at issue is not where the piano 
is used, but where it is bought and how it is paid for: 
we have changed the subject in debate from absenteeism 
to free-trade. “If free-trade be a good thing,” said 
M’Culloch, “absenteeism cannot be a bad thing. And 
those who join the chorus in favor of the former had better, 
if they would have it supposed that they know anything 
of the matter, say as little as possible to the prejudice 
of the latter.”’ Free-trade is a good principle, but a poor 
fetich. Under certain circumstances free-trade is not di- 
rectly and in itself a good thing. Thus in Poland, in the 


3 1 Prinsep, note to chapter xx. of his translation of Say’s Treatise on Polit- 
ical Economy. 
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century before the first dismemberment, the situation was 
such that nearly all the disposable maintenance of the 
country, beyond what was exchanged for personal service, 
was sent out of the country to purchase foreign luxuries 
for the nobles. The disposable population which Poland 
herself might have had she did not have; and this meant 
the absence of a middle class socially and politically, lack 
of support for the monarchy (at a time when such support 
was necessary for constitutional growth), and general 
weakness and backwardness. If the country had been 
able to persist in the experiments in protection which 
were once or twice tentatively begun and soon abandoned, 
much would doubtless have been gained in the way of 
“nation building,” and little lost economically in the 
process. Little would have been lost as regards the wealth 
of the country, because maintenance was exported and 
luxuries imported.’ If manufactures—“ subsistence meta- 
morphosed” (Franklin)—had been exported or if goods 
for the use of the masses of the people had been imported, 
the case would have been different. 

And this leads to observing how mistaken are the pro- 
tectionist measures in such countries as Hungary and 
Roumania at the present time. These countries export 
maintenance, to be sure; but they import foreign manu- 
factures in forms of utility which improve the condition 
of the whole population. If they could keep their main- 
tenance at home and support at home an effective manu- 

1To curtail the Polish nobles’ use of foreign luxuries would constitute no 
deduction from their wealth, because luxuries afford no real absolute utility: 
the satisfaction they yield is all relative. If it is made as costly for every- 
body to get five yards of inferior home-made lace as it was formerly to get 
ten yards of superior foreign-made lace, the five yards will yield each pos- 
sessor the same social distinction as ten yards, and that (apart from some 
minor considerations of wsthetics) is all that is desired. 

For an example of an elaborated, eighteenth-century theory of protection 
operating through prohibition of the export of subsistence rather than 
through direct restraint of the import of manufactures, see the translation of 


a work attributed to Necker, entitled On the Legislation and Commerce of 
Corn, London, 1776. See in particular chapters i.-xiii. and xxii. 
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facturing population, using power looms and the like, and 
furnishing their products cheaply, they would be better off 
than they are. But this is much the same thing as saying 
that, if they were richer and more advanced, they would 
be more advanced and richer. An agricultural country 
which exports maintenance to some industrial country in 
purchase of manufactures should look upon itself as the 
half of a whole economic community, just as the West 
and East of the United States are halves of one economic 
community, fortunately bound together in one political, 
free-trade area. In our West, with no artificial forcing, 
capital and industry are being gradually developed, cer- 
tain first things coming first. In time it will be itself a 
whole community, in that it will have economic diversi- 
fication to the full extent that its natural advantages 
make expedient, and will exchange “subsistence meta- 
morphosed” with some other communities. 

To sum up the original discussion. When a landlord 
or other wealthy citizen of a country absents himself from 
the place where his initial income is received (or when his 
daughter marries an impecunious foreigner), whether or 
not his home country is injured economically depends on 
what is exported as cover for the bills of exchange re- 
mitted to him. Whether he realizes his final income in 
personal services or in material commodities, if he draws 
domestic maintenance after him to pay for them, his own 
country will be directly impoverished and its population 
made less than it might otherwise be. Besides, as several 
writers have emphasized, there is political injury when 
leading citizens desert their country, and this in turn can- 
not fail to have indirectly untoward economic effects.’ 


1The literature defending or attacking absenteeism is voluminous. The 
best on the subject with which I am acquainted is the article (already cited) 
in vol. 33 of the Quarteriy Review (No. 66, Art. 8); Senior, Three Lectures on 
the Rate of Wages (1830), pp. 22-38, reprinted in the Outline of the Science of 
Political Economy (1836), pp. 193-196; and G. Poulett Scrope’s Principles of 
Political Economy (1833), pp. 393-396. Said Scrope: “Thecase of Ireland differs 




















































374 QUARTERLY JOURNAL OF ECONOMICS 





Having dealt with the subject of the emergence of main- 
tenance and with the effect upon a community resulting 
from its distribution in some foreign country rather than 
at home, we now come to the question whether it makes 
a difference, as regards employment of labor and the 
numbers of the population, for what sort of “equivalent”’ 
—material or immaterial—it is laid out at home. This 
is not the old problem of productive and unproductive 
expenditure,—it is not a question of creating capital or 
not creating capital,—but simply a question as to the 
effect at any time of different forms of spending, in the 
ordinary sense of the word. Stating the problem in these 
terms, at the same time answers it. There is no problem 
when we deal with maintenance and its distribution. But 
there has been considerable fallacious reasoning when dis- 
tribution of money revenue, not maintenance, is the im- 
mediate subject-matter in hand. 

Thus Ricardo in his unfortunate chapter “On Ma- 
chinery,” added to the third edition of his Principles, 
asserted :— 


If a landlord, or a capitalist, expends his revenue in the manner 
of an ancient baron, in the support of a great number of retainers, 


from that of Britain in this remarkable point, that, while the latter exports 
solely manufactures, the exports of Ireland consist almost solely of food,— 
corn, butter, pork, beef, etc. ... The English absentee landlord may be con- 
sidered as feeding and employing with the surplus produce of his estate that 
portion of our manufacturing population which is engaged in fabricating 
the goods that are sent abroad to pay his rent. The Irish absentee, on the 
contrary, can only have his rent remitted in the shape of food: there is no 
secondary intervening process whatever; and the more food is in this way 
sent out of the country, the less, of course, remains behind to support and 
give employment to its inhabitants.” In this Scrope may have been in- 
debted to Chalmers, who has a similar passage in his Political Economy, 
chap. vi., sect. 15. 

For M’Culloch’s treatment of the subject see “Minutes of Evidence,” 
British Documents, 1826 (129), vol. viii., and 1830 (665), vol. vii., Questions 6574- 
6640; an article on “Absenteeism” in the Edinburgh Review (1826), vol. 43, 
No. 85, which was reprinted with an introduction in Treatises and Essays on 
Subjects cted with KE. ical Policy (1853); and his Principles of Po- 
litical Economy, 4th edition, p. 158. Taking a less uncompromising attitude 
and making use of different arguments, but on the whole occupying the same 
position as M’Culloch, is John Stuart Mill in Essays on Some Unsettled Ques- 
tions of Political Economy (1844), pp. 41-43 and 60-66. 
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or menial servants, he will give employment to much more labor 
than if he expended it on fine clothes or costly furniture; on car- 
riages, on horses, or the purchase of any other [material] luxuries. 
... If my revenues were 10,000/., the same quantity nearly of 
productive labor would be employed, whether I realized it in fine 
clothes and costly furniture, &c., &c., or in a quantity of food 
and clothing of the same value. If, however, I realized my revenue 
in the first set of commodities, no more labor would be conse- 
quently employed:—I should enjoy my furniture and my clothes, 
and there would be an end of them; but if I realized my revenue 
in food and clothing, and my desire was to employ menial servants, 
all those whom I could so employ with my revenue of 10,000/., or 
with the food and clothing which it would purchase, would be 
added to the former demand for laborers, and this addition would 
take place only because I chose this mode of expending my revenue. 


The fallacy here arises from the fact that there is a 
double expenditure and realization, which is taken ac- 
count of in the one case and not in the other. In the 
one case a man expends a revenue of 10,000/. and “ real- 
ises’”’ it in material luxuries; and those who receive his 
10,000/., since they cannot live on pounds sterling, expend 
it again, and realize it in food and other necessaries. In 
the other case, to make it parallel with the first, the wealthy 
possessor of revenue should expend it on menial servants, 
and realize it in the services they render; and these ser- 
vants should expend it again, and realize it “in a quantity 
of food and clothing of the same value.” Ricardo prefers 
to state it a little differently; but the outcome is that in 
the second case he recognizes a second body of laborers— 
the makers of “food and clothing’”—which he overlooked 
in the first case, and therefore supposes a net increase of 
labor and employment. 

Proceeding from the passage above quoted Ricardo 
says :— 


In the same manner, a country engaged in war, and which is 
under the necessity of maintaining large fleets and armies, employs 
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a great many more men than will be employed when the war ter- 
minates, and the annual expenses which it brings with it, cease. 

If I were not called upon for a tax of 500/. during the war, which 
is expended on men in the situations of soldiers and sailors, I might 
probably expend that portion of my income on furniture, clothes, 
books, &c., &c., and whether it was expended in the one way or 
in the other, there would be the same quantity of labor employed 
in production; for the food and clothing of the soldier and sailor 
would require the same amount of industry to produce it as the 
more luxurious commodities; but in the case of the war, there would 
be the additional demand for men as soldiers and sailors; and, 
consequently, a war which is supported out of the revenue, and 
not from the capital of a country, is favorable to the increase of 
population. 

At the termination of the war, when part of my revenue reverts 
to me, and is employed as before in the purchase of wine, furni- 
ture, or other luxuries, the population which it before supported, 
and which the war called into existence, will become redundant, 
and by its effect on the rest of the population, and its competition 
with it for employment, will sink the value of wages, and very ma- 
terially deteriorate the condition of the laboring classes. 


Thus did Ricardo help to encourage the popular delusion 
of the time, that the Napoleonic wars had been a blessing 
and the peace following Waterloo a curse. Upon this 
showing it would be for the interest of a nation once at 
war never to make peace. 

The fallacy in this passage is similar to that in the first, 
—a quantity of maintenance and articles of second neces- 
sity, and those who produce it, is taken into account in 
one-half of the argument, and not im the other half. In 
time of peace the makers of material luxuries can live, 
it seems, on 500l. sterling; but, in time of war, soldiers 
and sailors (who are the same persons taken from their 
peace occupations to render certain services, often a sort 
of collective luxury) must have 500/. worth of “food and 
clothing.” Therefore, the producers of food and clothing 
get counted in one case, and not in the other; and the 
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employment of soldiers and sailors occasioned by the war 
expenditure is represented to be “additional” to the 
aggregate peace employment.’ 

What makes this position of Ricardo the more remark- 
able is that_he himself had taken a correct view of the mat- 
ter in his foregoing chapter “On Sudden Changes in the 
Channels of Trade.’’ There we read:— 


The commencement of war after a long peace, or of peace after 
a long war, generally produces considerable distress in trade. It 
changes in a great degree the nature of the employments to which 
the respective capitals [and bodies of laborers] of countries were 
before devoted; and during the interval while they are settling in 
the situations which new circumstances have made the most bene- 
ficial, much fixed capital is unemployed, perhaps wholly lost, 
and laborers are without full employment. 


A similar problem handled in like fashion and involving 
like errors is found in Book I., Chapter V., of John Stuart 
Mill’s Political Economy. I refer not to the doctrine it- 
self, that “demand for commodities is not demand for 
labor,” but to the long, involved argument about velvet- 
makers and bricklayers put forward in support of that 
doctrine. 

In Mill’s argument, besides the “makers of velvet” and 
the “journeymen bricklayers” there is a tertium quid 
called “capital.” When any one diverts his “income,” 
or a part of it (Ricardo’s 10,000/.), from buying velvet to 
hiring bricklayers (not so suddenly but that the velvet 
manufacturer can get his capital out of the business), 
then the “income” will support the bricklayers, and the 
“capital” will continue to support the velvet-makers in 
some new occupation,—“most probably” in producing 
“the food and other things which the bricklayers consume,”’ 
—and so there are two bodies of laborers employed where 

1The passages quoted in the text are adversely criticised by Senior, ina 


somewhat different fashion from my own criticism, in his Three Lectures on 
the Rate of Wages, pp. 54-62, reprinted in his Outline, pp. 200-201. 
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there was one before. There are now “two funds to be 
employed in the maintenance and remuneration of labor”’ 
and therefore “additional employment.” Mill himself 
assumes that the discharged velvet-makers go adrift, and 
that it is a different body of laborers who “probably” 
produce food for bricklayers. It seems to me that this 
is an unnecessary complication of his reasoning, to be 
avoided by assuming, as I have done, that there is a mere 
transfer of the velvet-makers. The essential point is that, 
in the first line of argument, after all readjustments have 
been made, the bricklayers are an additional body of 
laborers in the community, corresponding to Ricardo’s 
soldiers and sailors. 

Contrariwise, according to Mill’s second line of argu- 
ment, if the bricklayers are subsequently set adrift and 
the “income” again devoted to purchasing velvet, the 
“capital” and labor required for the production of velvet 
is withdrawn from the business of raising food for brick- 
layers, with the result that there is a net diminution of 
employment. One would suppose that the displaced 
bricklayers might find employment raising food for agri- 
cultural laborers now turned artisan (who will need some- 
thing besides “capital” to subsist on permanently, and 
who cannot now raise food for themselves), but they are 
precluded from this by lack of capital. A body of laborers 
can sometimes lack food and continue to flourish, but they 
can never get along without “capital.” 

If Mill’s idea was that ordinary industrial operations 
(typified by velvet-making) cannot be carried on without 
accumulated wealth called “capital,” but that trades of 
personal service (typified by bricklaying) can be carried 
on with little or no capital, then his whole emphasis should 
have been on the fact that there can be no sudden change 
from bricklaying to velvet-making. If the possessor of 
the income suddenly demands velvet in place of brick- 
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laying, he cannot get it. Time will be required to trans- 
fer the bricklayers to their new employment, and to fur- 
nish them with what is necessary for its prosecution. It 
does not help matters to steal capital, as it were, from 
agriculture. Whatever his idea may have been (it is 
not easy to tell), he should not have lost sight of the fact 
that at all times there is a second body of laborers and 
capitalists standing behind disposable laborers, however 
they may be employed, engaged in producing their main- 
tenance. 

In his abridged and annotated edition of Mill’s Prin- 
ciples, Professor Laughlin has advanced a fresh argument 
in support of the original one just examined. His presen- 
tation is indeed far clearer, but not more convincing. I 
refer to the passage in which occurs the illustration of 
the shipwrecked crew. 

Professor Laughlin makes the definite income which is 
diverted from its former recipients to the crew to consist 
expressly of commodities rather than money. He pro- 
vides very simply for the (to him) apparently displaced 
laborers by having them go to work for the crew; and he 
takes pains to point out that, so far as concerns the ques- 
tion in hand, it makes no difference what the crew do for 
their master. All this is a great improvement upon Mill. 
But the same erroneous conclusion is the outcome, be- 
cause it is held that, in directly employing the crew, the 
owner of the income “actually went through a process 
of saving by foregoing his personal consumption,” whereas 
previously, when he bought commodities furnished by 
a capitalist employer, he “did not forego his consuming 
power.” 

It is overlooked that, in the one case as in the other, 
the owner of the income enjoys (consumes) the advan- 
tage of whatever his expenditure brings in to him, whether 
material goods or services, and that in both cases alike 
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the income parted with can feed and clothe (either di- 
rectly or by exchange) only one total group of persons 
of a certain number, not two groups of that same number. 
The really displaced artisans, who received the “income” 
before the arrival of the crew, must now (they and their 
capitalist employer) either export their product or emi- 
grate. Those who go to work for the crew under the new 
arrangement are simply those who formerly worked for 
the artisans. By means of the new disposition of the 
income, more labor as such is supported to the extent of 
the substitution of one paymaster in the community for 
two. The owner of the income is now his own employer. 
If he has given up anything, it is his peace of mind, taking 
that crew onto his hands. 

The argument just passed in review reveals clearly the 
fundamental difficulty with which its author and his pre- 
decessors wrestled. From Adam Smith to the present 
time the English classical school has borne the heavy 
incubus of a half right, half wrong theory of capital. That 
has caused many attempts on many lines to support the 
unsupportable. 





The next application of the theory before us is to the 
subject of a foreign source of maintenance. When the 
population of a country outgrows the food supply of the 
home territory, which comes about of course by reason 
of the law of diminishing returns in agriculture, the ex- 
‘cess population must either emigrate or in some way 
manage to import maintenance from abroad. 

The three leading ways, with modern nations, of getting 
the means of support for what Chalmers called an “ex- 
crescent population,” are trade, the services of shipping, 
and foreign investment of capital. Chalmers was much 
opposed to a country getting into the situation of depend- 
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ence on a foreign food supply for a considerable portion 
of its people: the danger in time of war would be very 
great, the former proud independence of the country politi- 
cally would be gone forever. But the only alternative 
is for a country to set bounds deliberately to progress, as 
the agrarian party and its professorial supporters are 
doing in Germany,—to say thus far, and no farther, will 
we go; and this can hardly be a permanent policy any- 
where." 

A country like England, which has (or had until recently) 
thought out this problem, will go on increasing in “ex- 
crescent population,’ and providing as far as possible 
against the hazards of war by building more and more 
ironclads just as long as she can do it. In time, increas- 
ing economic interdependence between the nations will 
lead to disarmament, to an improved international law, 
perhaps to something like a universal state. Declining 
isolation means the advance of all the arts of peace. 

The main feature of the situation, however, is not so 
much guarding against interruption of the flow of foreign 
maintenance in time of war as assuring the continuation 
of its flow, and in ever-increasing volume, in time of peace. 
This leads to the subject of modern colonial enterprise, 
competition in international trade, and expansion in all 
its forms. Into the details of this broad subject I cannot 
enter here: the single topic with which I wish to deal is 
the foreign investment of capital, and that only in one of 
its aspects. 

The foreign investment of capital is treated at length 
by Mr. J. A. Hobson in his recent work on [mperialism. 
In one part of his argument, in a chapter entitled “Eco- 
nomic Parasites of Imperialism,” we read :— 


It is not too much to say that the modern foreign policy of Great 
Britain is primarily a struggle for profitable markets of invest- 


1See T. Perronet Thompson’s Catechism on the Corn Laws, London, 1827. 
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ment. To a larger extent every year Great Britain is becoming 
a nation living upon tribute from abroad; and the classes who 
enjoy this tribute have an ever-increasing incentive to employ the 
public policy, the public purse, and the public force to extend the 
field of their private investments, and to safeguard and improve 
their existing investments. This is, perhaps, the most important 
fact in modern politics; and the obscurity in which it is wrapped 
constitutes the gravest danger to our State. ... 


If, contemplating the enormous expenditure on armaments, the 
ruinous wars, the diplomatic audacity of knavery by which modern 
governments seek to extend their territorial power, we put the 
plain, practical question, Cui bono? the first and most obvious 
answer is, The investor. 

The annual income Great Britain derives from commissions on 
her whole foreign and colonial trade, import and export, is esti- 
mated by Sir R. Giffen’ at £18,000,000 for 1899, taken at 24 per 
cent., upon a turnover of £800,000,000. This is the whole that 
we are entitled to regard as profits on external trade. Consid- 
erable as this sum is, it cannot serve to yield an economic motive- 
power adequate to explain the dominance which business consid- 
erations exercise over our imperial policy. Only when we set be- 
side it some £90,000,000 or £100,000,000, representing pure profit 
upon investments, do we understand whence the economic impulse 
to Imperialism is derived. 


My comment on this argument, in view of what has 
gone before, need not be a lengthy one. I am not called 
upon to defend imperialism, but simply the integrity of 
economic reasoning. On two conditions only could the 
matter stand as Mr. Hobson represents: first, in case the 
British investor brought home his interest and dividends 
entirely in the form of manufactured luxuries for his own 
personal use, which is contrary to fact; and, second, in 
case he imported them in the form of maintenance which 
he entirely consumed in his own person (and in the per- 
sons of his family), which is impossible. Of course, the 
people of England must render some form of service to 
the dividend receiver and dispenser, or to his deputy, 


1 Journal of the Statistical Society, vol. xlii. p. 9. 
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before they can obtain any of the maintenance which is 
thus diffused through the community. But can they 
obtain it without working for it anywhere on this planet? 
They might, indeed, obtain it as independent farmers 
directly from nature, if they cared to emigrate and had 
the capital to set up in farming. But, until they are able 
and willing to do that, they ought to thank their good 
fortune that they can obtain it by indirect means at home, 
because of the successful foreign investments of some of 
their countrymen. 

Some one may here observe that upon this showing, if 
the owners of foreign investments should leave England, 
the country would be impoverished, which seems to be 
inconsistent with the position taken above,—that it would 
make no difference to a manufacturing country, like Eng- 
land, if all the landlords became absentees. The two 
cases are not at all parallel. The initial income of an 
English landlord originates in England, whereas that of 
an English foreign investor originates in some other coun- 
try. If the latter should take up his residence abroad, 
thereafter England would receive benefit from his ex- 
penditure only so far as he sent the maintenance at his 
command to England to purchase manufactured articles 
there. That an Englishman residing abroad would use 
as many goods of English make (to say nothing of ser- 
vices) as he would if he remained in England is exceed- 
ingly improbable. 


My final application is not to an economic condition 
nor to an erroneous argument, but simply to a difficulty 
in interpreting a phase of the history of economic theory. 

Professor Taussig, in his article “The Wages-fund Doc- 
trine at the Hands of German Economists,” ' expresses 


1 Quarterly Journal of Economics, October, 1894; reprinted in part as 
chapter xiii., Part II., of his Wages and Capital. 
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himself as at a loss to understand how Hermann could 
have laid down the proposition that the source of wages 
is the income of consumers. This doctrine, which “has 
found its way into almost every German book on general 
economics,” is found in both editions of Hermann’s Staats- 
wirthschajtliche Untersuchungen, in a section of the chap- 
ter on wages entitled “ Die Zahlungsfahigkeit des Begehrs.” 
We are told that “the true and ever newly flowing spring 
of recompense of productive labor is the income of the 
buyer, who purchases the product for his own needs.” 
Further, we read that it is unthinkable that wages depend 
on the amount of the disposable capital in relation to the 
number of laborers in a country, and that, moreover, the 
notion that the capital of the “Unternehmer” is the 
source (“Quelle’’) of wages is a dangerous error as being 
an encouragement to strikes. 

In the course of his criticism of this doctrine of the 
dependence of wages upon consumers’ income, and deal- 
ing only with its bearing on general wages,’ Professor 
Taussig says :— 


Laborers are themselves eonsumers, in many countries the larg- 
est and most important body of consumers. They buy commo- 
dities with their wages; and their demand, according to Hermann’s 
reasoning, is an ultimate source of wages. Wages are thus an 
important source of wages,—reasoning which runs so obviously in 
a circle that we must be surprised to find it unnoticed by a mind 
so acute as Hermann’s. [If it be objected that there are consumers, 
like rent receivers or pensioners, who are not laborers, the situa- 
tion is not bettered. Unless we suppose the laborers to produce 
only commodities bought by these separate consumers, and to 
buy among themselves no commodities made by other laborers, 
we still find that consumer’s income includes in its constituent 
parts a larger or smaller element of wages, and that an undefined 
portion of the source of wages is simply wages. 


1In respect to particular wages Professor Taussig admits that Hermann’s 
explanation is satisfactory; but, he truly says, ‘‘the wages fund doctrine is 
worth discussing, or replacing by something else, only as an attempt to dis- 
cover the causes determining general wages.” 
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As the brief passages in which Hermann advances his 
theory stand without support or explanation from other 
parts of his work, the field lies open for speculation as to 
its meaning and origin. ‘The present writer ventures to 
advance the opinion that it is a survival of the teaching 
of the Physiocrats and their followers,—the doctrine of 
the distribution of the stream of maintenance. Accord- 
ing to that doctrine the fact that wage-receiving laborers 
buy among themselves commodities made by other la- 
borers is a subordinate and derivative phenomenon of so 
little importance that it is thrust into the background 
and practically ignored. The great demanders and con- 
sumers of society are precisely rent receivers and pen- 
sioners. Through their hands pass in repeated payments 
for goods and services the original fund which is the basis of 
all subsequent payments, and thus the source not only 
of all wages, but of all profits. The aggregate of these 
separate outlays, original and derivative, of portions of 
this fund or flow (until it is exhausted), constitutes the 
total demand of consumers. Capitalist employers, accord- 
ing to this doctrine, are merely in charge of accumulated 
masses of maintenance,—pools or eddies in the stream,— 
which they administer as agents of their customers. Upon 
what terms they share with their hired laborers the pro- 
ceeds of the sale of the joint product of their industry— 
as to what determines the amount of wages as distin- 
guished from the ultimate source of wages, which last is 
merely “pushed out of sight by the interference and ad- 
vances of the capitalist” (Jones)—is not stated. The 
earlier theory of distribution, as was declared at the out- 
set, is not concerned with the problems of the modern 
theory of distribution. 

CHARLES W. MIXTER. 


UNIVERSITY OF VERMONT. 














PRECEDENTS FOR DEFINING CAPITAL. 


I. 


Proressor NICHOLSON, in his latest work writes: “On 
the meaning and the functions of capital, volumes have 
been written, and, to judge by the economic journals, 
volumes are still being written and no doubt will continue 
to be written. Properly viewed, this is not a matter for 
regret, as it simply indicates that capital is one of the 
most far-reaching conceptions.” * ; 

In immediate fulfilment of this prophecy appears an 
article in the November number of this Journal by Pro- 
fessor Charles A. Tuttle.? This article is, I believe, a 
step in the right direction, and will help ultimately to 
clear away much of the confusion which still pervades 
this subject. But, as Professor Tuttle seems to believe 
that his conception of capital is essentially different 
from the one which I have advocated,’ and that his defi- 
nition has the indorsement of ancient usage, while mine 
has not, it seems advisable, without repeating what I 
have already written, to re-examine briefly some of the 
points at issue. I shall at the same time take this op- 
portunity to consider the somewhat similar objections to 
my treatment of capital which were raised a few years 
ago by Professor Alfred Marshall and Professor Frank A. 
Fetter. 

The problem of definition is always twofold: it is partly 
a matter of words and partly a matter of ideas. In short, 
a definition has to meet the requirements both of termi- 


1 Elements of Political Economy (Macmillan, 1903), p. 41. 

2“ The Real Capital Concept,” pp. 54-96. 

3“ What is Capital ?”” Economic Journal, December, 1896; “ Senses of Cap- 
ital,” ibid., June, 1897; “The Réle of Capital in Economic Theory,” ibid., De- 
cember, 1897. 
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nology and of science. The scientific procedure starts 
with an idea, and seeks to find a name to fit it. The pro- 
cedure of terminology, on the other hand, starts with a 
name already in popular use, and seeks some. accurate 
idea to interpret its meaning. These two processes, pro- 
ceeding in opposite directions, do not always reach com- 
mon ground, from which fact arise most of the disputes 
as to definitions. Sometimes it is impossible to satisfy 
the requirements both of terminology and of science. In 
such a case'the scientist usually ignores the former en- 
tirely, either discarding the popular terms or giving them 
meanings which are confessedly arbitrary and indepen- 
dent of former usage, justifying his high-handedness by 
the utility of his definitions in scientific analysis. But, 
when it is possible to obey at once the behests of usage 
and analysis, it is expedient, if not obligatory, to do so. 
This is, I am persuaded, the case with capital, when de- 
fined as “a stock (of wealth or property, or the value of 
either) existing at an instant of time,” as distinguished 
from income, which is a flow through a period of time. 

The distinguishing characteristic of this definition is 
that it makes the capital-concept depend not on the 
classification of wealth, but on its relation to time. For 
its scientific justification it is claimed that this concept 
plays an important rdéle in the analysis of the so-called 
“problems of capital,’ in particular the problem of in- 
terest. This rédle, as I conceive it, has already been 
sketched briefly;* and I hope soon to show more particu- 
larly how the proposed definition is suited to the study 
of the theory of interest. 

But those who have rejected this definition of capital 
have usually done so, not on the ground that it was un- 
fitted to solve the “problems of capital,” but that it was 
too radical a departure from established usage; in other 


1“The Réle of Capital in Economic Theory,” Economic Journal, Decem- 
ber, 1897. 
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words, because it failed to satisfy the requirements, not 
of science, but of terminology. Says Professor Marshall :'— 


If I understand his [my] position rightly, the difference between 
us is very small and is mainly one of words. . . . Continuity of tra- 
dition is important everywhere; it is nowhere more important than 
in our use of terms... . a breach with tradition as regards notions 
should be deferred so long as there remains any considerable doubt 
as to its wisdom. If one is in doubt whether the landscape would 
be improved by cutting down an old oak, the oak should be left 
yet a little while. 


Professor Fetter’? speaks of my definition of capital as 
a “radical proposal in economic terminology. .. . A final 
objection is that the term ‘capital’ is made synonymous 
with wealth, and two good words are employed in the 
same sense.”’* 


Professor Tuttle writes :‘“— 


But why apply to the so-called “stock” of economic goods in 
existence at a given instant the name capital? To this question 
Professor Fisher has not given a convincing answer. . . . That the 
distinction between “a stock” and “a flow” or “a rate of flow” 
is an important one, the writer of this article does not doubt. 
But he can find no justification in etymology or “in history or in 
popular and business usage” for the application of the term “cap- 
ital” to such “a stock.” The conception is adequately and scien- 
tifically characterized by the phrase “the existing stock of economic 
goods at an instant of time.” To apply the term “capital” to it 
is not only confusing, but arbitrary and wasteful of terminology. 


1“ Distribution and Exchange,” Economic Journal, vol. viii., 1898, pp. 
66-58. 

3 Quarterly Journal of Economics, November, 1900, p. 18. 

$8 Besides these objections on the ground of terminology, Professor Fetter 
raises others on the ground of scientific expediency; but these are evidently 
due to a misunderstanding on his part. He seems to think that I restrict the 
meaning of capital to concrete wealth rather than the value of wealth, and 
that I do not admit “services” under income. But these are both prominent 
theses of mine, the former in the second Economic Journal article, the latter 
in the third. Possibly Professor Fetter conceived his objections after reading 
the first of the three articles, without sufficiently examining the other two. 


4 The Real Capital Concept,” p. 75. 
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The issue is thus squarely presented whether the appli- 
cation of the term “capital” to “a stock of wealth exist- 
ing at an instant of time’’ is good terminology, and, in 
particular, whether it is consistent with or in violation 
of former usage. 

To many this question, being one of words only, will 
not seem to merit extended discussion. Indeed, this has 
been my own opinion; and accordingly it received scant 
attention in the three articles in the Economic Journal.' 
But it is evident from the foregoing criticisms, and others 
which might be mentioned, that the principal obstacle 
to the acceptance of the proposed definition and the con- 
ception which it carries with it is the belief that it is an 
innovation in terminology. That Marshall gives so much 
weight to tradition is, of itself, sufficient reason for giving 
it a thorough and respectful hearing: especially as he 
leads tradition more than he follows it. 


II. 


There are two sources to which we must look for the 
justification of economic terms: first, economic usage; and, 
second, popular and business usage. 

As to economic usage, it must be evident to any one 
who has compared the various authors that, since the time 
of Adam Smith, there has been no established usage what- 
ever.” On the contrary, the most of what has been writ- 
ten on this vexed subject has consisted in making existing 
confusion worse confounded. Senior said, nearly seventy 
years ago,— 

Capital has been so variously defined that it may be doubtful 
whethér it have any generally received meaning.® 


1See “ What is Capital?” Economic Journal, December, 1896, p. 517. 

2For a fuller presentation of this phase of the subject, see “ What is Capi- 
tal?’” Economic Journal, December, 1896, p. 520; also, Tuttle, ‘The Real 
Capital Concept,” Quarterly Journal of Economics, November, 1903, p. 54. 


8 Encyclopxdia Metropolitrana, vol. vi. p. 153. 
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And in recent years Professor Béhm-Bawerk' repeats 
the lament :— 


Almost every year there appears some new attempt to settle 
the disputed conception, but, unfortunately, no authoritative re- 
sult has as yet followed these attempts. On the contrary, many 
of them only served to put more combatants in the field and fur- 
nish more matter to the dispute. 


Any one who attempts to pick out from the mass of 
definitions which have been proposed some common ele- 
ments will find them so vague and general as to apply 
to all wealth. The dividing line between wealth which 
is capital and wealth which is not is totally different in 
each definition, and even different in each interpretation 
of the same definition. This part of the subject was 
treated at length in a former article.? It was there shown, 
for instance, that Adam Smith’s definition excludes a 
dwelling occupied by the owner, as bringing no revenue, 
while Hermann’s definition includes dwellings as “dur- 
able” goods. On the other hand, a fruiterer’s stock in 
trade is capital according to Smith, because used for 
profit, but is apparently not, according to Hermann, 
because perishable. To Kleinwiichter, capital consists 
only of “tools” of production, such as a railway, and 
excludes food, for instance, as passive. Jevons, on the 
contrary, makes food the most typical capital, and ex- 
cludes a railway, except as representing the sustenance 
of the laborers who built it. Mill makes the distinction 
depend upon the mind of the capitalist; Marx and 
M’Culloch, on its effect on the laborer, the effect being, 
according to the first, exploitation, according to the sec- 
cond, maintenance; while most of the others take into 
account neither of these conditions. And so we might 
go on enumerating discrepancies. 


1 Positive Theory of Capital, English translation, London, 1891, p. 23. 
2“ What is Capital? ” Zconomic Journal, December, 1896. 
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If there exists anywhere evidence of established usage 
among economists, I have not been able to find it. It 
is certainly not found by comparing the classical authors: 
Turgot, Adam Smith, Ricardo, Malthus, Mill, Senior, 
M’Cullough, Say, Roscher; nor by comparing the current 
text-books of, for instance, Marshall, Sidgwick, Nicholson, 
Hadley, Wagner, Schmoller, Pareto, Leroy-Beaulieu, Gide, 
Pierson; nor in the dictionaries of political economy of 
Palgrave, Block, Lexis, and Macleod; nor again in the 
popular dictionaries. On the contrary, the bulk of what 
these authorities say on capital (and most of them say 
a great deal) is critical and controversial. So far as any 
guidance to the follower of precedent is concerned, the 
matter is summed up in A. J. Schem’s Deutsch-ameri- 
kasvisches Conversations-Lexicon. (New York, 1872) :— 

Kapital oder Capital . . . bei weitem der wichtigste Begriff in der 
Volkswirthschaftslehre (Nationalékonomie), aber auch bei weitem 
der streitigste. .. . 


Abandoning, then, the impossible task of discovering 
what is the accepted economic usage, let us turn to the 
usage of the business man and the general public which 
is innocent of political economy. It will surprise many 
academic economists, as it certainly did me, that a study 
of this phase of the subject shows: (1) that before Adam 
Smith no’ precedent is found for definitely and avowedly 
dividing stock into two parts, only one of which is 
capital, but that stock and capital were practically syn- 
onymous; (2) that the definitions before the time of Adam 
Smith, while they all conflict with him and most other 
economists, are in substantial agreement with each other; 


1Since the above was written, I note a probable exception quoted by 
Umfenbach, Das Kapital in seiner Kulturbedeutung (Wiirzburg, 1879), p. 32: 

1776, Kriinitz, Encyclopddie, Band 7, * Capital (lat. sors.) nennt man eine 
Summe Geldes sofern sie dazu bestimmt ist, Gewinn zu bringen, im Gegen- 
satz dieses Gewinnes.”’ The Italics are mine. 

As the date of this Encyclopedia is the same as that of the appearance of 
The Wealth of Nations, it is possible, though not probable, that the author 
was influenced by Adam Smith. We note that he contrasts capital with 
“Gewinn,” a flow and not a part of stock. 
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(3) that present popular and business usage continues to 
follow the pre-Smith usage, almost wholly undisturbed by 
the economists; (4) that this continuous popular and busi- 
ness usage for three hundred years seems always con- 
sistent with and in many cases specifically identical with 
the conception of capital here advocated. 

Since the best index of usage is in the work of lexicog- 
raphers, they being the ones who have sought from time 
to time to record it, the basis of this part of our study is 
a comparison of seventy-two dictionaries in the Yale 
University Library (or ninety-one, if we include the differ- 
ent editions). 

The origin of the term “capital” in the western world 
is now conceded to be “capiialis pars debiti,” the principal, 
or “principal part” of a debt.’ In this sense, capital 
was defined in an early dictionary of the French Acad- 
emy :— 

1694, Dictionnaire de |l’Académie frangaise, Paris.—Capital, 
. . . Le sort principal d’une dette.’ 


A second and broader meaning is the value of stock in 
trade. This is found in an early Venetian dictionary :-— 


1612, Vocabolario degli Accademici della Crusca. . . . Venezia.— 
Capitale, sust. [antivo] la sorte principale, che é quella quantita 
di danari, che pongono i mercatanti in sui traffichi, che si dice 
anche, corpo. Lat. sors, caput. 


The edition of 1746 has practically the same wording. 
The following is from the earliest English dictionary 
available :— 


1Béhm-Bawerk, Positive Theory of Capital, English translation, 1891, 
p. 24. 

Knies, Das Geld (Berlin, 1885), 2d edition, p. 25. 

Some of the other terms to signify capital have a broader etymology, e.g. : 
the German Hauptstamm; the Chinese “root or trunk of a tree,” “root 
money,” “mother money”; and the Japanese “stem ” or “ origin.” 

2Other early dictionaries containing the same definition are: 1733, Grosses 
volistandiges universal Lexicon, . . . Halle u. Leipzig; 1771, Dictionnaire uni- 
versel . .. de Trévoux, nouveau édition, Paris. 
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1730, Bailey, N., Dictionarium Britannicum; or, A more com- 
pleat . .. English dictionary. . . . London.—Capital stock [in Trade, 
etc.] is the stock or fund of a Trading Company, or the sum of 
money they jointly contribute to be employ’d in trade. 


The edition of 1755 gives the same definition. Very 
often the term is applied to the sum originally put into 
the trade instead of to what may exist at the moment. 
For instance :— 

1759, Rider, W., A New Universal English Dictionary. . . . 
London.—Capital. Among merchants, the sum of money brought 


in by each party to make up the common stock. Likewise the 
money which a merchant first brings into trade on his own account.’ 


Sometimes, again, “capital” is applied to the sum per- 
mitted in the charter, which is now usually called by 
business men the authorized capital. 


1750, Dyche (Thomas) and Pardon (W.), A New General Eng- 
lish Dictionary. . . . 6th edition. London.—. . . capital stock, in 
trading companies, is the fund or quantity of money, they are by 
their charter allowed to employ in trade. 

1818, Nicholson, W., American edition of the British Encyclo- 
pedia, . . . Philadelphia.—Capital, among merchants, traders, and 
bankers, signifies the sum of money which individuals bring, to 
make up the common stock of a partnership when it is first formed. 
. .. The word capital is opposed to that of profit or gain, though 
the profit often increases the capital, and becomes itself a part of it. 


The question now arises, Are the foregoing definitions 
to be interpreted as restricting the meaning of the term 
absolutely to trade-capital? Or is the phrase “in trade,” 
by which the definitions are often preceded, simply meant 
to specify the sphere in which the term is generally found, 
just as the definitions of “cornice” are under the heading 
“architecture,” “inventory” under “law,” or “hawser” 


10ther early examples giving practically the same definition as the fore- 
going are: 1763, D. Fenning, The Royal English Dictionary, . .. 2d edition, 
London; 1766, Samuel Johnson, A Dictionary of the English Language, 3d 
edition, London; 1774, Proctor (P.) and Castieau (W.), The Modern Diction- 
ary of Arts and Sciences, . . . London. 
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under “nautical”? Both interpretations are possible. 
That some at least of the dictionaries merely meant to 
specify the sphere of ordinary use would appear from the 
varying ways in which that sphere is described, as “in 
trade,” “among merchants,” “in trading companies,” 
“among merchants, traders, and bankers,’ “the stock 
invested in any business, company, or institution.’’* 
Sometimes’ the restrictive term is omitted altogether. 
But, if there be still doubt whether any authorities in- 
tended to extend the use of the term outside of “ busi- 
ness,” it is dispelled by the following definitions, which 
expressly include all wealth whatsoever. The earliest ex- 
ample appears to be that quoted in Murray’s Dictionary ?>— 


1611, Cotgrave.—Capital, wealth, worth; a stocke, a man’s prin- 
cipall or chiefe substance. 


Another early example is :— 


1678, Dufresne du Cange, Glossarium.—Capitale dicitur bonum 
omne quod possidetur, praesertim vero bonorum species illa, quae in 
pecudibus consistit.* 


Other definitions of the same tenor are as follows:— 


1830, Lieber, F., Encyclopedia Americana. . . . Philadelphia.— 
Capital, in political economy, is the stock of valuable exchangeable 
commodities possessed by individuals or a community. This is the 
usual and more limited meaning of the term; for, in comparing 
the capital of one individual with that of another, we have in mind 
the amount of money for which the stock of each can be exchanged. 

1841, Sandford (D. K.), Thomson (T.), and Cunningham (A.), 
The Popular Encyclopedia. . . . Glasgow.—Capital, in political 
economy, is the stock of valuable exchangeable commodities possessed 
by individuals or a community. This is the usual and more limited 
meaning of the term... . 

' Worcester (Universal and Critical Dictionary, Boston, 1846). The Italics 
are mine. 

3J. A. H. Murray, A New English Dictionary, vol. ii., Oxford, 1393. The 
Italics in this and the succeeding definitions are mine. 

SQuoted by Umfenbach, Das Kapital in seiner Kulturbedeutung (Wiirz- 
burg, 1879), p. 32. 
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1859, Bouillet, M. N., Dictionnaire universel des sciences. . . 
4° édition, Paris.—Capital. On donne vulgairement ce nom & 
toute somme amassée ét plus particuliérement & celles qui, placées 
ou prétées, pouvent produire intérét. . . . 

1883, Simmonds, P. L., The Commercial Dictionary of Trade 
Products, Manufacturing and Technical Terms. . . . London.— 
Capital, the amount of money or property subscribed or employed 
in a joint-stock association; the money assets invested in business 
by a trading firm or individual; the net worth of a party. 


Practically the same is found in several other diction- 
aries." 


We see now the genesis of the term “capital.” Origi- 
nally applied to the principal of a debt as distinguished 
from the interest, a fund as distinct from a flow, the pres- 
ent wealth as distinct from what grows out of it, it soon 
became applied to a merchant’s stock in contradistinction 
to the flow of profits, if any, springing from it, and hence 
to any fund or stock whatever. 


Iii. 


This was the situation when the term “capital” was 
transmitted to the economists. Turgot accepts the mean- 
ing, and amplifies it-— 


Whoever, either from the revenue of his land, or from the wages 
of his labour or of his industry, receiveseach year more values than 
he needs to spend, may place this superfluity in reserve and accu- 
mulate it: these accumulated values are what is called a capital. . . . 
It is absolutely indifferent whether this sum of values or this capi- 
tal consists in a mass of metal or anything else, since the money 
represents every kind of value, just as every kind of value rep- 
resents money.” 

1Namely: 1855, Clarke, H., A New and Comprehensive Dictionary of the 
English Language, London; 1881, Dal, V., Defining’ Dictionary of the Living 
Great-Russian Language, 2d edition, St. Petersburg; 1882, Skeat, W. W., An 
Etymological Dictionary. . . . Oxford. 


2 The Formation and Distribution of Riches, § lviii., Ashley’s translation 
(Macmillan, New York), pp. 50-59. 
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As I stated in a previous article :’— 

Turgot regarded capital as savings. If this term be used to 
include all commodities acquired, but not yet consumed, i.e., all 
in existence at any one time, his conception agrees precisely with 
the one here advanced. But it would seem from the passages 
previously quoted that Turgot meant to exclude all goods of “cur- 
rent’ consumption. . . . Except for these differences, . . . his concep- 
tion was practically the one here proposed. 

I feel more doubtful now than when the above was 
written that Turgot meant to exclude any part of the 
stock, as being used in “current consumption.” Profes- 
sor Tuttle believes that he did. If so, Turgot was, like 
Knies and Tuttle, guilty either of the confusion of sub- 
tracting a flow from a fund or of an arbitrary separation 
of stock into that to be used for the immediate future 
and that reserved for the more remote future. But let 
Turgot speak for himself. In the following passage he 
expressly includes the value of land, calculating its value 
from its annual income multiplied by the number of 
years’ purchase :— 

Since an estate of land of a certain revenue is but the equivalent 
of a sum of value equal to this revenue multiplied a certain number 
of times, it follows that any sum whatever of values is the equiva- 
lent of an estate of land producing a revenue equal to a definite 
fraction of that sum. . . . We have seen that every rich man is 
necessarily the possessor either of a capital in movable riches, 
or of an estate in land equivalent to a capital. Every landed 
estate is the equivalent of a capital; consequently every proprietor 
is a capitalist.” 

In the following passage he expressly includes “all the 
other movable property” except debts:— 

But though we cannot include, in calculating the riches of a 


nation, the capital which corresponds to the interests of money 
placed on loan without reckoning it twice over, we ought to in- 


1“ What is Capital ?” Economic Journal, 1896, vol. vi. p. 517. 
2 The Formation and Distribution of Riches, §§ lviii. and xciv. pp. 50, 91. 
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clude all the other movable property, which, although they formed 
originally the occasion of expenditure and bear no profit, never- 
theless form, from their duration, a true capital which is constantly 
accumulating and which, inasmuch as it can at need be exchanged 
for money, makes, as it were, a reserve fund which may enter into 
commerce, and, when one pleases, make up for the loss of other 
capitals. Among these may be mentioned furniture of all kinds, 
jewels, plate, paintings, statues, ready money shut up in the chests 
of misers: all these things have a value, and the sum of all these 
values may reach a considerable amount in rich nations; but, 
considerable or no, it is still true that it ought to be added to the 
sum of the price of landed estates, and to that of the advances 
circulating in enterprise of every kind, in order to make up the sum 
total of the riches of a nation." 


It is evident that Turgot, if he excluded any consump- 
tion goods, did not exclude much. He does not mention 
foed in his list to be included; and he gives, as a reason 
for including some things, their durability, But as, on 
the other hand, he expressly includes land, and, except- 
ing debts, “all the other movable property,” and as he 
ends by calling the sum of all capital the “sum total of 
the riches of a nation,” it is not at all clear that he 
meant to exclude anything. 

From Turgot the stream of usage bifurcates. Popular 
language and business kept, with Turgot, faithful to the 
old tradition which closely identified capital and stock. 
A few economists, including possibly J. B. Say, did the 
same. But Adam Smith broke with tradition, and the 
force of his example was powerful enough to carry suc- 
ceeding economists with him. Mistaking the fact that 
“capital” is ordinarily a trade term for a logical restriction 
of its meaning, he identified all capital with trade-capital. 
The confusion resulting therefrom did not, however, reach 
the dictionaries at first. The earliest example which we 
find of the influence of the economists on the lexicog- 
raphers is in 1826:— 


1 The Formation and Distribution of Riches, § xcii. pp. 89, 90. 
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Ersch (J. S.) u. Gruber (J. G.), Allgemeine Encyclopadie. . . . 
Leipzig.—Capital oder Erwerbvorrath (Erwerbstamm, Verlag), 
wird in der Staatswirthschaft dem Verbrauchsvorrathe entgegen- 
gesetzt, und zu den drei Quellen des Einkommens (Land, Arbeit 
und Kapital) gerechnet. 


Another early example is:— 


1843, Brande, W. T., A Dictionary of Science, Literature, and 
Art. ... New York.—Capital. In Political Economy, that portion 
of the produce of labour saved from immediate consumption which 
is employed. to maintain productive labourers, or to facilitate 
production. (See Political Economy.) 


Fi ee ee 


In 1846 the examples of “economic’’ definitions in- 
vading the dictionaries are quite numerous; and, what is 
very significant, the definitions now begin to diverge and 
conflict instead of remaining in substantial agreement 
as was the case previously. This lack of harmony is 
especially emphasized by the fact that some of the dic- 
tionaries find it necessary to distinguish between capital 
as used “in commerce” and capital as used “in political 
economy.” For instance :— 


1874, Colange, L., Zell’s Popular Encyclopedia, a universal dic- 
tionary. . . . Philadelphia.-Capital. (Polit. Econ.) A term ap- 
plied to that portion of the produce of labor saved from immediate 
consumption which is employed to maintain productive laborers, 
or to facilitate production. 

_ (Com.) Principal stock, etc., of a bank, corporation, or mone- 
tary undertaking; the sum of money which a merchant, trader, 
or other individual, embarks in any concern to form its funded 
basis, or which he contributes to the common stock of partner- 
ship; as, a capital of one million dollars. 

1888, Chambers’s Encyclopedia. . . . New edition. Edinburgh. 
—Capital, in the ordinary sense, is the means with which business 
is carried on, and may consist either of money or of property con- 
vertible into money. In the more accurate language of political 
economy, capital is wealth appropriated to reproductive employ- 
ment... 

1889, Whitney, W. D., The Century Dictionary, Vol. I., New 
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York.—Capital. . . . 1. In polit. econ. that part of the produce of 
industry which, in the form either of national or of individual 
‘wealth, is available for further production; an accumulation of 
the products of past labor capable of being used in the support 
of present or future labor. 

2. Specifically, the wealth employed in carrying on a particular 
trade, manufacture, business, or undertaking; stock in trade; the 
actual estate, whether in money or property, which is owned and 
employed by an individual, firm, or corporation in business. . . . 
See stock. 

1893, Peck, H. T., The International Cyclopedia. . . . New 
York.—Capital, in trade and political economy, is in its restricted 
sense applied to the money, or the property convertible into 
money, with which a trader or producer carries on his business. 
In this sense Adam Smith and many other writers call it stock; 
and there is a convenience in having a separate term for expressing 
this sense of the word C,, since it is totally different from its wider 
[?] sense as an element in political economy. 

1893, Murray, J. A. H., A New English Dictionary. . . . Vol. 2, 
Oxford.—Capital. B. sb. 3. A capital stock or fund. a. Com- 
merce. The stock of a company, corporation, or individual 
with which they enter into business and on which profits or divi- 
dends are calculated; in a joint-stock company, it consists of the 
total sum of the contributions of the shareholders. b. Pol. Econ. 
The accumulated wealth of an individual, company, or community, 
used as a fund for carrying on fresh production; wealth in any 
form used to help in producing more wealth. 


These dictionaries would seem to show that the original 
meaning of capital as stock still prevails in commercial 
and popular use. Business men who have been consulted 
confirm this. It would astonish a business man to have 
an economist strike out from his assets as non-capital 
his raw materials, as would Kleinwiachter, his perishable 
goods, as would Hermann, his fuel, as would Walras, or, 
above all, his land, as would most of the classical econo- 
mists. That land is capital they all emphatically declare. 
As a manufacturer expressed it, the land is the very first 
thing into which the paid in capital of a new concern is 
converted. Again, they maintain that the function of 
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capital has nothing to do with its meaning. It need not 
be “for production” or “for sustaining laborers,’ nor 
for any particular object whatever. The only point on 
which some of them hesitate is whether or not all articles 
in consumers’ hands are capital. The reason for this 
hesitation may possibly be found in the customs of book- 
keeping. As one business friend expressed it, “Capital is 
simply a book-keeping term.’’ The business man natur- 
ally associates the term with his shop and not his 
home, for he keeps a balance sheet in the former and not 
in the latter; but, once given a balance sheet, it does not 
matter what purpose is behind it. A social club, an art 
gallery, or a hospital, may have a capital. It is even said 
that in one year a joint stock company with capital stock 
was organized to build the yacht for defending the 
America’s cup. Ifa private family should call itself a 
joint stock company and draw up a balance sheet, enter- 
ing all its property, house, furniture, provisions, etc., on 
one side, with the debts on the other, no business man, I 
imagine, would hesitate to call the balance of assets over 
liabilities “capital.” Even as it is, business men do not 
object, when their attention is called to the matter, to 
extend the application of the term capital beyond the 
limits of trade-capital. One representative business man 
said, “Capital isn’t a part of wealth, but all a man has 
got, including his automobile.”’ “Is that cigar in your 
mouth capital?” I asked. “No,” he said hesitatingly. 
But this opinion he quickly reversed as inconsistent with 
his first statement, and because he was made to see that 
a box of cigars and each cigar in it, or out of it for that 
matter, was a part of his stock or reserve. 

It ought now to be clear what the course of history has 
been. Business and popular usage has preserved a very 
consistent tradition from 1678—when capital meant, 
among other things, “all goods which are possessed’’— 
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to 1883, when it still meant “the net worth of a party.” 
The other meanings, principal loaned, stock in trade, 
capital stock, etc., were special applications rather than 
contradictions of this broader meaning. But Adam 
Smith turned aside from this beaten track. Following 
him came the other economists; but, as their master’s 
trail led nowhere, each set out through trackless wilds 
on a path of his own. This wandering in the wilderness 
has now continued so long that a return to the beaten 
track seems itself a desertion of tradition! And yet in 
no other way can economists get into that harmonious 
relation with business facts and methods which most of 
us so earnestly desire. 

It is true that a few seem to think that the needs of 
business men and economists are so different that “capi- 
tal” should have a distinct meaning in the two fields. 
Professor Nicholson objects to identifying capital with 
stock, because this definition “seems rather adapted to 
accounting than economics.’’’ Now if there is any feature 
of the business world which contains lessons for the econo- 
mist, it is business book-keeping. Long and hard prac- 
tical experience has developed the business man’s methods 
of accounting. He has acquired in these matters an 
almost unerring instinct for truth. The wage-fund theory 
could scarcely have befogged economists, had they known 
how to keep reckoning of funds in “capital accounts” 
and of wages in “income accounts.”’ So also the confused 
double counting of “income” by economists can be obvi- 
ated by a little familiarity with double entry book-keeping.’ 


IV. 
But for those who prefer academic tradition to business 
tradition it may be argued that, among the contradictory 
definitions in the text-books, the definition of capital here 


1 Elements of Political Economy (Macmillan, 1903), p. 44. 
2See “ The Réle of Capital in Economic Theory,” Economic Journal, De- 
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advocated finds almost as much favor among economists 
as most of its competitors. Following Turgot came pos- 
sibly J. B. Say,’ and certainly Courcelle-Seneuil’ and 
Guyot.’ Edwin Cannan, among present economists, re- 
introduced it. To-day it is used in four or five stand- 
ard works,‘ as well as in some minor writings. Many 
economists have orally expressed their approval of the 
proposed definition. 

Others virtually or nearly adopt it, as, for instance, 
Knies,* Clark,’ Pareto,* Giffen,® De Foville,’ Nicholson,® 
as well as my three critics. Professor Marshall says 
that in earlier years he “invariably thought of capital 
as the whole stock of goods, and of interest as the 
whole of the usance or benefits derived from the use of 
that stock” *; that, “when one approaches the problem of 
distribution from the mathematical point of view, there 
is practically no choice” * but to do so; and that “wealth 
in the form of houses or private carriages helped to give 
employment to labour as much as when in the form of 
hotels or cabs.”"" He expressly concedes what is really 
my chief contention when he says, “I concur in his [my] 
conclusion that whatever we do with the word capital, we 
cember, 1897; Economics and Accountancy, by Victor Branford, London (Gee 
& Co., 62 Moorgate Street, E. C.), 1901. 

18ee Tuttle, ‘The Real Capital Concept,” Quarterly Journal of Eco- 
nomics, November, 1903, p. 83; but cf. Bohm-Bawerk, Positive Theory, English 
translation, p. 59, n. 

2 Traité théorique et pratique d’économie politique, 1867, tome i. p. 47. 

8 Principles of Social Economy, English translation, p. 50. 

4 Among those which now occur to me are Cannan’s History of Theories of 
Distribution, Hadley’s Economics, Smart’s Distribution of Income, Daniels’s 
Finance. 

5See “ What is Capital ?” Economic Journal, December, 1896. 

6In his Growth of Capital. 

7In his “ Wealth of France and of Other Countries,” English translation, 
Journal of the Royal Statistical Society, 1894. 

8In his Elements, pp. 42, 43. 


§“ Distribution and Exchange,” Economic Journal, 1898, p. 56. 
10 Jbid., p. 55. 1 Jbid., p. 57. 
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cannot solve problems of capital by classifying wealth.’’* 
Yet he “concluded, not without doubt, that it is best to” ? 
base his definition of capital on such a classification, purely 
out of deference to what he conceives to be the dominant 
usage. 

Professoz Fetter includes under capital all wealth when 
converted into money value. “Wealth and capital con- 
sist in precisely the same things.”* By wealth he means 
stocks of wealth, each kind being measured in its own 
unit,—yards, tons, acres, etc.,—and by capital the value 
of this stock. His capital is therefore identical with one 
of my senses of capital; namely, “capital-value.”* In 
a very excellent paper,’ which has recently appeared, 
Fetter emphasizes, with Clark, the fact that rent and in- 
terest apply equally to all goods, the one to the things 
themselves, the other to their value. 

Professor Tuttle includes under capital the value of 
land, dwellings, automobiles, and all considerable stores 
of wealth of any kind, and yet not quite all wealth. I 
confess I do not understand what, or rather how much, 
he intends to exclude. His definition of capital, “sur- 
plus wealth® as a possession,”’ although somewhat vague, 
seems entirely acceptable, and, if literally interpreted, is 
exactly equivalent to the value of the “stock of wealth 
existing at an instant of time.” But the term “surplus” 
has been used in so many senses that it always needs in- 
terpretation. Business men use it in both income accounts 

1“ Distribution and Exchange,” Economic Journal, 1898, p. 59. 

2 Ibid., p. 56. 


8“ Recent Discussion of the Capital Concept,” Quarterly Journal of Eco- 
nomics, vol. xv. p. 42, November, 1900. 

4See “Senses of Capital,” Economic Journal, June, 1897. 

5“ The Relations between Rent and Interest,” a paper presented before the 
American Economic Association, December, 1903. Cf. Clark, Capital and its 
Earnings, p. 27, and Distribution of Wealth (Macmillan, 1899), chaps. ix. and 
xiii. Cannan developed the same idea in “What is Capital?’ Economic 
Journal, June, 1897. Cf. my “ Role of Capital,” Zconomic Journal, December, 
1897, pp. 524, 526. 

6 By “ wealth ” Professor Tuttle means its value. 
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and capital accounts. A natural interpretation would 
seem to be what still remains over and above what has 
been already consumed, or, in other words, what at any 
instant of time survives destruction. “Surplus wealth as 
a possession” would then mean simply surviving or ex- 
isting wealth. But this interpretation Professor Tuttle 
expressly rejects. He omits from a stock of wealth 
“what is required for the satisfaction of current wants.’’* 
But it is evident that wealth used for “current” consump- 
tion must mean either what has been or is to be con- 
sumed. No finite amount can be consumed in “the 
present’; for the present is only a point, and all consump- 
tion requires time. If, then, surplus wealth does not 
mean what is left after past consumption, it must mean 

. what is left after subtracting from the present stock some 
amount which is destined for future consumption. But 
are we to subtract what is to be used to-day, next week, 
next month, or next year?* Unless this question be 
definitely answered, the restriction that capital must be 
a surplus seems to be little more than the Hibernian state- 
ment that no one has any capital unless he has a great 
deal. It is, of course, true that “capital” is popularly 
applied to large rather than small amounts; and “ capital- 
ist” is popularly opposed to laborer, even if the latter 
has a savings-bank deposit. But such a use of terms is 
too loose to serve as a basis for definition. Among all 
the dictionaries which have attempted to reflect the popu- 
lar use of the term “capital,’’ only four have been found 
which distinguish capital as a “large’’ stock. All of these 
are Russian.* 


1 Quarterly Journal of Economics, November, 1903, p. 78; see also pp. 
60, 79. 

2At one point (p. 79) Professor Tuttle seems to refer to BOhm-Bawerk’s 
“production period” as the time in question. He can scarcely intend this, 
however, since the amount consumed during that period is about double the 
whole stock of wealth itself (excluding land)! See Béhm-Bawerk, Positive 
Theory of Capital, English translation (Macmillan, 1891), pp. 327, 426. 
31967, St. Petersburg, Imp. Acad. of Sci., Dictionary of the Slavonic 
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Professor Tuttle’s reference to the simile of the lake 
and river and his criticism of my use of it’ sound some- 
what like the oft-met-with confusion between a stock and 
a flow. Most certainly should the contents, at any instant, 
of “the inflowing and outflowing streams’? be added 
to the contents of the lake. The distinction between 
capital and income is not like the mere relative distinction 
between lakes and rivers, but is like the absolute distinc- 
tion between the amount of water at an instant of time (in 
lake or river), on the one hand, and the flow of water dur- 
ing a period of time (through lake or river), on the other. 
The two sets of distinctions are not in the least coincident. 
A lake has a flow as truly as a river, and a river has a 


and Russian Language, 2d edition.—Kapital. 1. A considerable sum of 
money. 

1874, Berezin, I. N., Russian Encyclopedic Dictionary.— Kapital, a large 
sum of money bearing interest. 

1878, Kliushnikov, V., Universal Cyclopedic Dictionary.— Kapital, a large 
sum of money bearing interest. 

1881-82, Kartashev & Belski.— Kapital. ...1. Large sum of ready money. 

1“ It is important to note that Professor Fisher’s conception of a ‘stock’ is 
much broader than that of Adam Smith. To the latter the idea of a surplus 
is the fundamental characteristic of stock, while to the former ‘stock ’ com- 
prises all economic goods in existence at a given instant. To illustrate, while 
to Adam Smith, on the one hand, ‘stock’ corresponds to the pond of water,— 
the accumulated surplus of the inflow over the outflow,— to Professor Fisher, 
on the other hand, it is the pond of water plus the inflowing and outflowing 
streams at an instant of time. Yet, in spite of his definition, Professor Fisher 
unconsciously lapses into Adam Smith’s conception of ‘stock.’ He does this 
when he illustrates that his distinction between a ‘stock’ and a ‘rate of flow’ 
‘brings capital into the simplest and most intimate relation to interest.’ He 
says: — 

“*When a stock of goods or capital is exchanged for a perpetual flow of 
goods or income, the ratio of exchange constitutes the rate of interest. If 
£100 will buy an income of £3 per year, or if 100 tons of beef are worth a per- 
petual supply of 3 tons annually, the rate of interest is 3 per cent. per year.’ 

“What makes it possible, we ask, to exchange £100 for an income of £8 per 
year? Isit simply the fact that £100 is in ‘existence at a given instant of 
time’? Certainly not: it is because £100 exists under such conditions that it 
is possible to use it to buy an income. In other words, it must exist as a sur- 
plus.” “The Real Capital Concept,” Quarterly Journal of Economics, vol. 
xviii., November, 1903, pp. 75, 76. 

The answer to this last is: All wealth is used ‘‘to buy [or otherwise obtain] 
an income,” whether use-income or contract-interest. Existence as wealth is 
sufficient to make this possible. See Economic Journal, December, 1897, 
Dp. 526. 

2 See last note. 
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stock as truly as a lake. Rivers and lakes differ only in 
degree: stocks and flows differ in kind. The one distinc- 
tion is merely classificatory, and is used in descriptive 
geography: the other is analytical, and is used in rational 
physics. It is precisely for the purpose of ridding rational 
economics of classificatory definitions of capital and sub- 
stituting an analytical one—to show that capital and in- 
come differ in kind, not in degree—that I have been 
striving in this and former articles. 

Distinctions of classification of course have their place. 
In fact, most of the distinctions which have partitioned 
stock into so-called capital and non-capital are valid for 
descriptive purposes, even when the line cannot be drawn 
with precision. “Land” is different from other wealth; 
“durable” goods are a fairly distinct category; there is 
a difference between goods associated with production 
and those associated with consumption. Of all such 
dividing lines one of the most natural and important 
seems to be that which separates business wealth from 
private wealth. I should call the two trade-capital and 
personal-capital. This distinction, as Komorzynski’ says, 
is what many definitions of “capital” are seeking. But I 
submit that neither this nor any other line of demarcation 
helps us in the least to solve “the problems of capital.” 
For this purpose they are as barren as is the distinction 
between lakes and rivers to solve the problems of hydro- 
dynamics. 

Except for the few differences in points of doctrine 
already mentioned, the disagreements between my critics 
and myself are purely as to terms. Professor Marshall 
and Professor Fetter object to my use of the term “capi- 
tal” because it is thereby made a synonym of wealth. 
This, however, is scarcely correct. The quantity of wheat 


1Cf. “ What is Capital ?"” Economic Journal, December, 1896, pp. 516, 517. 
2 Die Nationalékonomische Lehre vom Credit (Innsbruck, 1903), p. 135. 
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exported during 1903 was certainly wealth, yet it was not 
a stock of wealth existing at an instant of time. Again, 
Professor Tuttle and Professor Fetter, following Professor 
Clark’s example, are very insistent that capital should be 
applied only to the value of stock, and not to the concrete 
objects of which it is composed, rightly remarking that the 
two concepts play a totally different rdle. But it would 
seem that the important distinction between them is even 
more explicitly marked by calling the concrete stock 
capital-wealth, and its value, capital-value. It seems to be 
thought that business men never apply the term “capi- 
tal’ to concrete wealth; but this is an error. The dic- 
tionaries also supply precedent for so applying the term.’ 

In spite of all the differences between us, verbal or actual, 
the writings of my three critics follow a common trend of 
thought away from the partial views of capital which we 
have inherited from Adam Smith. In fact, on the really 
important issue we are all, I think, agreed; namely, that 
we cannot solve the problems of capital by classifying wealth 
in kinds or categories. But Professor Marshall hesitates 
to harmonize his use of the term “capital” with his con- 
ception of the problems of capital, while Professor Fetter 
and Professor Tuttle restrict the application of the term 
to the value of the stock as against the concrete objects 
of which it is composed. Finally, Professor Tuttle re- 
stricts the term stifl further by striking out stocks too 
small to be called a “surplus.”’ 

Thus, under slightly different terms, we find essentially 


1See, for instance: — 

1857, G. Ripley and B. Taylor, The Home Cyclopedia, New York. 

1879, Stormouth, Etymological and Pronouncing Dictionary. 

1883, Simmonds, Commercial Dictionary, London. 

1888, Chambers’s Encyclopedia, new edition, Edinburgh. 

1889, Century Dictionary, New York. 

1893, Funk’s Standard Dictionary, New York. 

1901, Webster’s International Dictionary. 

All these admit concrete stock as one of the senses of capital employed in 
commerce. Many other dictionaries admit it as used “‘in political economy.” 
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the same conceptions; and unity of conceptions is chiefly 
important. Be it said that this paper is written not in 
the interests of a purist nomenclature, but in the hope of 
removing certain verbal obstacles which now block the 
way to important ideas. What meanings are attached to 
the words “capital” and “income” would be of slight 
consequence were it not that the present usage (or lack 
of usage) prevents economists from exploiting the ideas 
of “stock” and “flow.” Words and ideas usually move 
together, and it can scarcely be expected that those who 
feel obliged to define the word “ capital ”’ as a part of stock 
will nevertheless, like Marshall, proceed to treat the “ prob- 
lems of capital” with reference to the whole.’ It is simpler 
and less confusing to first square our words with our ideas. 
We now see that this can be done with a clear conscience, 
for to do so will square them with precedent also. 


IrvinG FISHER. 
Yare UNIversiry. 


1 Among those who have pursued this paradoxical course, however, must 
be included: John Rae, whose definition of capital (New Principles of Politi- 
cal Economy, 1834, p. 171) has nothing to do with his thoroughgoing and 
admirable analysis of interest, which he connects entirely with ‘‘stock”’; and 
Bohm-Bawerk, the inadequacy of whose definition of capital is manifested 
by frequent extension of his principles of capital to land (e.g., Positive Theory, 
English translation, p. 320, n.) and by recourse to ‘the subsistence fund,” or 
general stock of wealth, for essential parts of his interest theory (ibid., pp. 322, 
325, etc.). 

















THE NEW YORK BUILDING TRADES. 


THE employers and work-people in New York, who 
have been familiar with the building trades during the 
past year, universally agree that never in their experi- 
ence have they met so tangled a situation. A succession 
of strikes, lockouts and criminal prosecutions of walking 
delegates, growing out of trade jurisdiction, rival organiza- 
tions, union misrule, and ending finally in the organization 
of the employers and a reorganization of the industry with 
a joint arbitration board, make this a significant and in- 
teresting labor dispute of the year 1903. 

The storm centre of the disturbance was the United 
Board of Building Trades, familiarly known as the “ Board 
of Delegates.’”’ When this board was created, in March, 
1902, it was confidently expected that the former anarchy 
of jurisdictional strikes and dual unions would be reme- 
died; and the Board was organized under the advice and 
even the pressure of several influential contractors who 
had suffered from fights between the unions. But the 
organization, while it remedied in part the evils of dis- 
union, brought forth the new evil of “graft.” 

The first Board of Delegates in the building trades was 
started in 1884 by the walking delegates of the only four 
unions that had such officers at that time. These dele- 
gates met first in a spirit of fun and sociability and with- 
out authority from their unions. The board was extra- 
constitutional. It did not realize its possibilities. The 
delegate was merely the business agent of the union, se- 
lected to carry its messages, but without authority to 
change or enlarge his instructions. But there was one 
circumstance in the building trades that served to give 
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this extra-constitutional body unexpected but useful 
power. This was the necessity of prompt action in deal- 
ing with contractors. The building industry in New 
York, as well as elsewhere in the United States, is con- 
ducted, unlike that in England and Europe, on a system 
of sub-contracting. The mason builder, or general con- 
tractor, secures the contract from the owner, or “client,” 
and generally puts up the brick-work; but he sublets, 
by competitive bidding, all of the other work to as many 
contractors as there are kinds of work. This system en- 
ables the contractor to enter the field with little or no cap- 
ital, since it is usually arranged that partial payments 
shall be made by the owner to the general contractor, 
and by him to the sub-contractors, as the work progresses. 
A sub-contractor may have but a few days’ work on a 
job; and, if he violates his agreement with the union or 
any of the rules the union is striving to enforce, his work 
may be finished and his men discharged before the union 
can hold a meeting and call a strike. Consequently, in 
the building trades the unions have given their walking 
delegates authority to call a strike at the moment when 
they are satisfied a rule is violated. This usually occurs 
when the delegate finds a non-union man on the job, since 
a non-union man is not supposed to observe the rules or 
wage-scale of the union. The delegate then reports his 
action to the union meeting, where he is generally sus- 
tained as a matter of course. 

But a strike of a single union on a job may not be ef- 
fective; and the delegate must bring the matter home, 
if possible, to the general contractor. The other unions 
are working for other contractors; and, in order to hold 
the general contractor responsible, the entire construc- 
tion must be tied up. The unions have provided for this 
in advance by a clause inserted when they make an agree- 
ment, which reads, “A sympathetic strike shall not be 
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a violation of this agreement.” With this in mind the 
delegate invites the other delegates whose men are on the 
job to meet him at the place, and endeavors to satisfy 
them that his grievance is real, and cannot be remedied 
unless they also “pull” their men. Here is the occasion 
for the Board of Delegates. They meet two or three times 
a week to advise one another of their grievances and to 
make appointments to meet on the jobs. If the Board 
of Delegates is recognized anywhere in the union consti- 
tution, it is informally recognized in this provision for 
sympathetic strikes. 

It is a significant’ fact that the only union of the building 
trades which does not permit the sympathetic strike 
is that of the bricklayers, who are employed by the gen- 
eral contractor, while the unions employed by sub-con- 
tractors hold that the sympathetic strike is indispensa- 
ble. Naturally, of course, the bricklayers’ delegate has 
never been a member of the Board of Delegates. 

To return to the origin of the United Board. The 
sociable board of four delegates inaugurated in 1884, 
not realizing its possibilities, felt its way only by gradual 
steps to joint action. The unions, when they acted in 
sympathy, had done so hitherto through the Central 
Labor Union, a representative assembly of all trades in 
the city, meeting once a week. But, little by little, the 
Board of Delegates took independent action; and so 
prompt and satisfactory were the results that the unions 
quietly accepted their usurpations, and other unions 
elected delegates who joined the Board. In 1890 the 
Board had become entirely independent and dominant 
in the building trades. 

But their supremacy did not long continue. Internal 
factions and conflicts arose, mainly on personal grounds; 
and in 1894 the board divided. For six years two hostile 
boards were in the field, the Board of Delegates and the 
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Building Trades Council. In some trades there were two 
unions claiming the same work, one in the Board and the 
other in the Council. In other trades the unions attempted 
to enlarge their jurisdiction to cover a different trade in 
the opposing board. Each board acted as a unit, employ- 
ing the sympathetic strike against the other. Employers 
who hired men from one board could not get men of other 
trades from the other board. Building construction was 
continually interrupted, not on account of lockouts, low 
wages, or even employment of non-union men, but on 
account of fights between the unions. The friendly em- 
ployer who hired only union men, along with the unfriendly 
employer, was used as a club to hit the opposing union. 
And the friendly employer suffered more than the other. 

No doubt the merging of the two boards in the “ United 
Board of Building Trades” in March, 1902, was welcomed 
by employers and workmen. The board included all the 
strong unions except the bricklayers. Delegates were 
admitted on credentials signed by the officers of the union, 
and thus the board was officially recognized. Its objects 
were “to secure harmony and unity of action” and “to 
stop internal warfare.” It provided for arbitration of 
disputes between unions, and a penalty of suspension for 
the union failing to obey a decision. Some fifteen juris- 
dictional disputes were thus decided during the life of 
the Board. In but one case was a decision defied; and 
this one defiance began the movement that wrecked the 
Board, as will soon appear. 

The United Board adopted simple and effective rules 
for sympathetic strikes. A union might act independently, 
but it forfeited the support of the board. When a dele- 
gate brought in his grievance, it became the “property 
of the board.” All of the delegates having men on the 
job, said the rules, “shall be ordered to investigate the 
grievance, and, if deemed necessary, shall have power 
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to order a strike, provided two-thirds of the committee 
favor said strike.” Members of the committee were fined 
three dollars, if thirty minutes late at the place appointed. 
If they failed to agree, the delegate had an appeal to the 
board where a majority decided, and a final appeal to the 
president of the board, whose decision was binding on 
him and the delegate refusing to strike in sympathy. 

With the employers unorganized this sympathetic 
strike was irresistible. Soon rumors of “graft” and 
“hold-up” began to circulate. One firm was said to have 
paid a delegate $2,000 to have a strike “called off.” Nu- 
merous statements were made of smaller amounts paid 
over. It was declared that some of these payments 
went, in whole or in part, to members of the union as 
compensation for “waiting time”; that is, time lost while 
on strike. Like the Germans in the war with France, the 
unions compelled the conquered to pay the cost of the 
conquest. This indemnity policy was praised as a peace 
measure, and, indeed, such it was in a small way; but the 
defective book-keeping and accounting of the unions left 
opportunities for delegates to pocket unknown sums for 
themselves. 

Probably the most amazing act of the board during 
its brief career was the “hold-up”’ of the Association of 
Interior Decorators and Cabinet-makers and the “sell- 
out” of the Amalgamated Painters. The latter organ- 
ization was a partner in the board at its origin, and ob- 
jected to the admission of the local branch of the Inter- 
national Brotherhood cf Painters, which at that time had 
but a few hundred members. The international organ- 
ization struck against the employers on their work out- 
side New York, and thus won from them a contract to 
employ only Brotherhood men in New York. The Amal- 
gamated Painters had the support of the Board of Dele- 
gates, and the board called out the other tries where 
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Brotherhood men were employed. But the ring in con- 
trol of the board offered to seat the Brotherhood on pay- 
ment of a large sum of money. Not being able to get 
this from the union, they demanded it from the employers, 
who contributed $400 each to the fund. The board then 
seated the Brotherhood, and remained “neutral’”’ in the 
fight between the two unions. 

How extensive was this blackmail on employers or 
on each other is not publicly known; but it seems to have 
centred in a ring headed by the leading spirit and organ- 
izer of the board, Sam Parks, business agent of the Struct- 
ural Iron Workers. More serious than blackmail was the 
alleged partnership of Parks and the board with the larg- 
est firm of builders, the George A. Fuller Company. This 
company operates through the United States on a large 
scale, and it had introduced a system of direct employ- 
ment in place of the contract system of other builders. 
By dispensing with sub-contractors, by doing all of its 
construction through its own “departments,” and thereby 
more easily keeping on friendly terms with the Board of 
Delegates, it was able to complete a building in much less 
time than the other builders,—an item of money value 
to its clients. It is known that this company paid con- 
siderable sums to delegates for services, such as going to 
other localities to use their good offices. In various ways 
it had the friendship and confidence of the delegates. 
On the other hand, mechanics preferred to work for it, 
since its construction was on such a large scale that their 
employment was steadier; and workmen in the building 
trades always spoke highly of its treatment of the men, 
prompt payment of wages, protection of life and limb, 
and readiness to remedy grievances. It is certainly true 
that the Fuller Company suffered little or nothing from 
strikes during the reign of the United Board, while other 
builders were continually troubled. 
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These things might have continued longer than they 
actually did, had it not been for two weaknesses of the 
Board,—secession of the carpenters and accession of the 
team-drivers. One was a weakness of discipline, the other 
a weakness of expansion. They opened the way for em- 
ployers to organize. 

Between the local branch of the old English organiza- 
tion, known as the Amalgamated Society of Carpenters 
and Joiners, and the American Brotherhood of Carpenters 
there was a long-standing feud. The Amalgamated was 
a small but sturdy organization of seven hundred members: 
the Brotherhood claimed ten thousand members. Both 
went into the United Board in March, 1902. The Brother- 
hood had a contract with the Fuller Company to employ 
only Brotherhood men. It demanded similar agreements 
with other builders, and was extending its control at the 
expense of its diminutive rival. It finally demanded 
the dissolution of the Amalgamated. This the Board 
rejected. The Brotherhood withdrew in July, 1902. 
From that time until April, 1903, the Board permitted 
Brotherhood carpenters, although outside the Board, to 
work with other unions, and tried to remain neutral. But 
the Brotherhood was aggressive. On certain jobs it re- 
fused to work if Amalgamated men were employed. The 
Board stood by the Amalgamated, and refused to work 
on those particular jobs with the Brotherhood. The 
Brotherhood decided to fight the Board. The national 
officers took the matter up, came on the ground with their 
treasury, and without warning on April 7 ten thousand 
Brotherhood carpenters began an amazingly suicidal strike 
throughout the city. They struck not only in the shops 
where Amalgamated men were employed, but they struck 
in shops where they had contracts for the exclusive em- 
ployment of their own members. The motives and logic 
of this self-destruction are explained on the ground that 
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the Brotherhood throughout the country had grown so 
rapidly that its officers had “lost their heads.” At any 
rate, all buildings were tied up. The Fuller Company, 
by a quick stroke of generalship, the day after its Brother- 
hood men quit work, secured nearly all of the Amalga- 
mated men in town, and was not seriously affected. At 
this point a meeting was called by a committee of the 
Building Trades Club, a semi-business organization, and 
the Building Trades Employers’ Association was started. 
But the carpenters’ strike, big as it was, was soon eclipsed. 
A small union of building-material drivers had been ad- 
mitted to the Board of Delegates; and the Board saw in 
that union a hope of controlling the entire building in- 
dustry by the easy means, first, of shutting off the ma- 
terial of any “unfair” contractor, and, next, of union- 
izing the lumber and material yards. The drivers rep- 
resented that they controlled the bulk of the teamsters in 
the lumber and material line, and the Board indorsed their 
proposed demand that none but union teamsters be em- 
ployed. Here the Board overreached itself, and its venture 
in the line of expansion brought it to an unknown conti- 
nent where the employers were organized. The Associa- 
tion of Lumber Dealers and the Association of Brick and 
Material Handlers are close organizations of fifteen years’ 
successful operation, controlling all of the yards and act- 
ing together under a joint secretary. In the year 1891 
they had disastrously defeated a union of teamsters; and 
they had maintained their organization intact from that 
time as an exchange, a credit association, a social club, 
as well as an employers’ association. The drivers now 
began by presenting their demands to one yard at a time; 
and they had gone as far as five yards when suddenly, 
without warning, every yard in Manhattan shut its gates. 
The secretary of the two associations notified the board 
through the daily press that the shut-down would continue 
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until the Board revoked its indorsement of the teamsters’ 
demand. The carpenters’ strike laid off ten thousand 
men, but the material men’s shut-down laid off seventy 
thousand. It continued four weeks, and split the Board. 
The board at this time contained thirty-seven unions, 
of which twenty-two belonged to the skilled trades and 
fifteen to unskilled occupations, the teamsters among the 
latter. The Housesmiths, led by Sam Parks, went with 
the unskilled unions, and took enough other trades to 
make a majority of one, each union having a single vote. 
The skilled trades forthwith seceded, formed a new Board 
of Skilled Mechanics, revoked the indorsement of the 
teamsters, and the dealers immediately opened their yards. 

But now it was the turn of the material dealers to be 
surprised. They had deprived the builders of material, 
and now the builders were ready to deprive them of a 
market. Two years before there had been a vigorous effort 
to organize the builders and contractors. Each trade 
for many years had had its separate organization; but it 
had not been possible at that time to create a central body. 
The conflicting interests were too great, the plan of organ- 
ization was crude, and, more than all, the unions them- 
selves were not yet centralized. But the material dealers’ 
shut-down furnished the opportunity. While it continued, 
the builders completed their organization. As soon as the 
shut-down was declared off, they declared a lockout. A 
week later they offered to the unions a plan of arbitration. 

Unlike the former plan to organize the employers, this 
association was builded on existing foundations. There 
were in existence thirty associations of employers and 
contractors in the thirty different trades of the building 
industry. While in the former attempt at organization 
each contractor joined the central association as an in- 
dividual, regardless of the trade association to which he 
owed allegiance, in the present association the existing 











418 QUARTERLY JOURNAL OF ECONOMICS 


trade associations enter as units under a constitution 
binding each association, while its individual mem- 
bers are required to be also members of the general asso- 
ciation. The autonomy of the several associations is left 
untouched except at points of conflict or at points where 
united action is necessary in dealing with the unions. In 
other words, the Building Trades Employers’ Association 
is a federal government like the United States, in which 
the individual is a member both of the general association 
and of his trade association, the general association pos- 
sessing such powers as are delegated to it, and all other 
powers being reserved to the original trade associations. 
But these delegated powers are broad, for they include 
the power “generally to determine, regulate, and control 
the conduct of the members of this association and the 
employers’ associations represented on the Board in all 
matters pertaining to their relation with their employees.” 
Any action dealing with prices or restricting competition 
is especially excluded. Every member of a trade asso- 
ciation becomes thereby a member of the general asso- 
ciation. There are also “individual” and “associate” 
members, but these have no voice in the Board of Gov- 
ernors. A member’s dues are $40, which are paid for him 
by his trade association. But he is personally required 
to give bond with a surety company, ranging from $500 
to $2,500, “to insure compliance with and obedience to 
the decisions, orders, prohibitions, and regulations of the 
Board of Governors.” The amount of the bond is made 
payable on the mere formal notice of the Board of Gov- 
ernors, and is stipulated as liquidated damages, and not 
as a penalty. Latterly the association rscommended to 
its members a form of contract containing a lockout clause 
exempting the contractor from damages where such lock- 
out is ordered by the Building Trades Employers’ Associa- 
tion. The bonding provision of the constitution, enforced 
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by the additional clause that a member cannot resign 
“during a temporary suspension of business,” is counted 
as the most essential and effective feature of the organi- 
zation. Taken with another clause of the constitution, 
it amounts to compulsory membership in the associa- 
tion,—the parallel to the unions’ “closed shop.” This 
other clause reads, “To promote and maintain harmony 
between the different trades, it is recommended that the 
members of the Association shall place all orders for work 
requiring labor at the building in any trade represented 
on the Board of Governors with members of this Associ- 
iation.” Since the Mason Builders’ Association has taken 
the lead in the movement, this section of the constitution, 
although a recommendation, is practically a pledge on the 
part of the general contractors that they will sublet their 
work only to members of the association. Thus have the 
employers found it necessary to bind themselves to each 
other after the manner of the unions with which they are 
dealing. 

At the same time the practice of making exclusive agree- 
ments within each trade seems in a fair way to be broken 
up by this larger association of all the employers in the 
industry. The Stone Trade Association has not been 
admitted, since it has an agreement by which members 
of the stone-cutters’ union work only for members of the 
Employers’ Association, the union treasury receiving a 
bonus of 10 per cent. on all contracts. This has led to 
a system of “cooked” bidding on contracts. The arrange- 
ment is already crumbling, and two or three stone trade 
employers have broken away and have applied for ad- 
mission to the Building Trades Employers’ Association 
as associate members. Four associations of employers 
which have exclusive agreements, yet without the ob- 
noxious bonus or bidding features of the stone trade, are 
represented in the Board of Governors. These are the 
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plumbers, the steam and hot water fitters, the marble 
and the tile associations. 

The Board of Governors is made up of three representa- 
tives for each trade association. At the time of its in- 
auguration twenty associations took part through their 
executive committees. Soon thereafter thirty associa- 
tions were represented on the Board of Governors. The 
unit rule prevails, but each delegate counts one vote for 
every five members. Thus the three representatives 
of the mason builders with 108 members cast as a unit 
21 votes out of a total of 160 votes. A quorum to order 
a “cessation or resumption of work by any or all of the 
members of the Association” must include three-fourths 
of the associations, and the affirmative must cast four- 
fifths of the votes. The Board of Governors meets once 
a month or on twenty-four hours’ notice. The associa- 
tion meets semi-annually, or on request either of twenty- 
five members or the Board of Governors. 

There were three evils which the new association de- 
termined to drive from the building industry; namely, 
sympathetic strikes, jurisdictional strikes, and the power 
of the walking delegate to call a strike. The Board of 
Governors drafted a plan of arbitration designed to over- 
come these evils. Since the walking delegates were the 
objects of attack, the plan was not submitted to the Board 
of Delegates, but was addressed to the secretaries of the 
unions and to individual members. The unions were 
requested to meet and act upon it. The communication 
contained the following :— 


For the last few years the conditions in our industry have been 
steadily growing worse until they culminated in the present ces- 
sation of work. As you can see from our platform and plan of 
arbitration, we have but one object in view; namely, to conduct 
our business relations in a fair, honest, and American way, and 
we want you to help us. .. . No doubt our actions, our motives, and 
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our plans will be attacked by those representatives of labor who 
are unwilling to be deprived of any powers which have been given 
to them or have been assumed by them. ... We refuse to believe 
that the rank and file of labor is acquainted with many of the acts 
of these representatives and of the conditions which exist in some 
of the trades, but how grievous they were is proven by the present 
standstill and the fact that within three weeks nearly thirty 
‘ employers’ associations of our industry have become a unit, as a 
living protest against oppression and extortion. We therefore 
call upon every conservative and thinking mechanic to attend 
the meeting of his union and register his vote against the un- 
American methods that have crept into the trade, and insist upon 
the plan of arbitration as suggested... . 


Unfortunately, the communication to the unions did 
not contain an invitation to appoint representatives to 
confer upon amendments to the plan; and, since the em- 
ployers declined to meet the walking delegates who had 
hitherto conducted such negotiations, nearly all of the 
members looked on the plan as an ultimatum. This in- 
terpretation was afterwards disavowed by the Board of 
Governors. At any rate, with unimportant exceptions 
the unions ignored it; and in many cases the secretaries 
did not even read it at the meetings, explaining that it 
did not bear the union printers’ label. The communica- 
tion was sent only to the unions of skilled mechanics and 
helpers, and not to the unions of laborers. 

A deadlock ensued, and continued for three weeks. 
Meantime the New York Civic Federation addressed an 
invitation to the unions of mechanics and to the Board 
of Governors, proposing a joint conference to discuss the 
employers’ plan of arbitration. The Board of Governors 
accepted the invitation, and the labor members of the 
Civic Federation went to the meetings of several unions 
to urge its acceptance. The officers of three or four 
unions prevented them from getting a hearing, but in 
every case where they were given the privilege of the floor 
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the union voted to send a committee. It was privately 
arranged with the walking delegates that they would not 
seek appointment on these committees; and in the con- 
ference that followed there was present but one such dele- 
gate, who took no part in the discussion and whose pres- 
ence was not objected to. The conference met with 
sixty members of the Board of Governors, with fifteen 
unions officially represented and three unions represented 
unofficially. It was called to order by the chairman of 
the conciliation committee of the Civic Federation, rep- 
resenting employers, and a report on credentials was made 
by the secretary of the same committee, representing trade 
unions. After brief speeches counselling moderation 
these intermediaries withdrew; and the conference pro- 
ceeded to elect as its chairman the chairman of the Board 
of Governors, and as secretary the president of the Tile 
Layers’ Union. The conference began at two o'clock 
on July 3, and held in continuous session until three o’clock 
of the morning of July 4. Amendments were adopted, 
and the amended plan was signed by all of the conferees. 
An adjournment was taken until July 9, when three “ex- 
planatory clauses” were added. In this final form it 
was printed, and submitted to all the unions. Within 
three weeks two-thirds of the unions signed and returned 
to work, and within four weeks the General Arbitration 
Board was organized and adopted its rules of procedure. 
With those unions which did not sign, negotiations were 
conducted; and in a few cases, where these negotiations 
were unsuccessful, “scab’’ unions were organized, with 
which the members of the signatory unions worked on 
buildings without protest. 

The arbitration plan as adopted is given in an appen- 
dix to this article. In its framework it is identical with 
that originally submitted by the employers, but certain 
amendments were added at the conference. It provides 
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that unions and employers in each trade shall decide all 
questions affecting alone their particular trade. If they 
cannot decide and cannot agree on an umpire, they must 
select an arbitration board outside the trade from the 
list of general arbitrators. The General Arbitration Board 
is composed of two arbitrators elected by each employers’ 
association and two elected by each union, the union ar- 
bitrators not to be walking delegates. No strike can be 
ordered by a union or a walking delegate, and no lockout 
by an employer or an association, before the matter in 
dispute is brought before the General Arbitration Board 
and settled. This includes specifically jurisdictional dis- 
putes and sympathetic strikes, as well as appeals on mat- 
ters which cannot be settled by the employers and unions 
within a trade. The following items were added in the 
conferences with the unions: Only members of the unions 
party to the agreement are to be employed, and the em- 
ployers’ association agrees to enforce this clause on all 
contractors. If the union is unable to provide sufficient 
workmen, any employer may bring the matter before 
the General Arbitration Board, which has power to au- 
thorize him to employ non-members. Unskilled trades, 
not being parties to the agreement, are represented through 
mechanics of that trade. 

The notable fact which the conferences developed was 
the willingness of the employers to add the items which 
the unions requested, and the willingness of the unions 
to accept the framework which the employers proposed. 
In fact, the conferences resolved themselves mainly into 
explanations of misunderstandings. So impressive is 
this fact that to an outsider it might seem that the lock- 
out could have been avoided, had the employers in the 
first place simply asked the unions to send representatives 
to a conference. But it must be remembered that the 
conference excluded walking delegates, who might have 
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been less conciliatory, since it was for the purpose of clip- 
ping their powers that the conference assembled; and, 
moreover, the walking delegates could doubtless have 
prevented the unions from electing as representatives any 
but themselves, had not two or three weeks of idleness 
compelled them to realize the strength of the new organ- 
ization of employers. 

However this may be, at the very beginning of the first 
conference the union representatives proposed that all 
lockouts and strikes be declared off, that work be resumed, 
and that thereupon the plan of arbitration be taken up. 
Several unions stated that the lockout was a violation 
of existing agreements with their employers; and this was 
peculiarly true of the bricklayers, whose arbitration agree- 
ment with the mason builders had not once been violated 
in eighteen years. Now they were locked out through no 
fault of their own, in order to compel them to accept an 
additional agreement which had not been offered to them 
in the regular course. The bricklayers, indeed, on this 
account refused to send representatives to the confer- 
ence. Several other unions filed the same grievance; 
and this violation of existing agreements was the argu- 
ment of greatest force played upon by those who were 
able afterwards to prevent various unions from accept- 
ing the amended plan, satisfactory as it was in all essen- 
tial points. The conference, however, proceeded on the 
request of the chairman, who said, “Let us see what we 
can do with the document first, and then we will find out 
what our future action is to be.” 

For the evil of jurisdictional strikes, the most disastrous 
and perverse of all, the unions were as eager to find a 
remedy as the employers. The only objection offered 
to this feature of the employers’ plan was the probabil- 
ity that a local arbitrament would decide contrary to the 
national policy of the two unions concerned; and it was 
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argued that the matter should therefore be left to the local 
unions and referred by them to the national organizations, 
without any trouble to the employers themselves. But 
it was readily answered that the unions, neither local 
nor national, had been able to settle their disputes, and, 
furthermore, the employers of conflicting unions were 
as much interested as the unions themselves in widening 
their jurisdiction. This clause was left undisturbed. 

It would seem that the most radical amendment made 
to the employers’ plan was that requiring the exclusive 
employment of union men. Yet the employers explained 
that all of the existing agreements were already exclu- 
sive and were to continue in force, and that the proposed 
plan was not a substitute for those agreements, but an 
addition to them, intended only to remedy the two evils 
of sympathetic and jurisdictional strikes. The chair- 
man brought out strongly this position of the employers 
in answering a question whether a union would have a 
right to strike if a member of the Employers’ Association 
should sublet a part of his work to a non-union contrac- 
tor. He replied :— 


If any non-union men are on a building in connection with union 
men, and our employees come to any member of the Employers’ 
Assocation and notify them, at once we will notify that contrac- 
tor, owner, or whoever he is, that, unless he removes those men 
from that building at once, we will order our trades withdrawn. 
Is that plain enough, gentlemen? The only point is this, gentle- 
men, that we expect to work together hereafter for each other’s 
interests. This is distinctly an arrangement between your asso- 
ciation and ours. The only thing is that we shall not be willing 
to interrupt work and have every one do as he likes. We will 
have a regular arrangement for handling those cases, and you will 
get your redress perhaps quite as quickly and with less loss to 
yourself, 


Since the unions, however, wished the new agreement 
to be explicit on this point, the matter was taken up and 
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discussed at great length. It developed that, while ex- 
isting agreements were exclusive, yet a few of them con- 
tained a provision that in busy seasons, when the union 
could not furnish men, the employers might take on non- 
union men on probation cards or otherwise, who were 
to be discharged as soon as union men appeared, unless 
the union chose to take them in. To care for these ex- 
ceptional cases, a union spokesman proposed that the 
employment of non-union men in emergencies should be 
referred to the General Arbitration Board; and this was 
adopted at the second conference. 

It will be seen from the above quoted reply of the chair- 
man and from the arbitration plan that the employers 
had in mind from the beginning not only the employ- 
ment exclusively of union men, but a more effective and 
less expensive enforcement of that rule than any that the 
walking delegate with the sympathetic strike could con- 
trive. This alone has taken from the delegate the bulk 
-of his duties, since under the rules of procedure the sec- 
retary of the Arbitration Board, as soon as a complaint 
is lodged, notifies the contractor to remove the non-union 
man. In order to facilitate this procedure, one of the 
early acts of the Board of Governors, after the arbitration 
plan went into effect, was to notify the unions that they 
should not decline to work with non-union men on a job 
until twenty-four hours after filing notice with the Gen- 
eral Secretary. The employers reasoned that contractors 
who employ non-union men are not members of the asso- 
ciation,—in fact, there has been but one case where a 
member employed a non-unionist,—and the plan is not 
designed to protect non-members. If the unionist were 
required to work with the non-unionist, then the outside 
contractors with non-union labor could underbid the 
members who employ union labor at higher wages; and 
soon members would drop out of the association, being 
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protected just as much outside and getting their labor 
cheaper. Consequently, to let the unions, within twenty- 
four hours, enforce the union clause of the plan is to pro- 
tect themselves in paying union wages. There have been 
three or four strikes under these conditions, and they were 
promptly settled. The outside contractors, being thus 
placed at a disadvantage in dealing with the unions, forth- 
with apply for membership; and in this way the unions 
themselves are strengthening the Employers’ Association. 

The clause affecting unskilled labor is one where the 
employers seem to have departed more than elsewhere 
from their original program. They had included the 
helpers’ unions, such as those of the tile-layers and steam- 
fitters, in their arbitration plan, since these were unions 
_ of apprentices; but they had not included the laborers. 

It will be remembered that the skilled mechanics had 
seceded from the Board of Delegates. They took the 
position that the majority of the troubles of the board 
had sprung from the unskilled unions. But, when the 
matter came up in conference, the mechanics argued that 
the bricklayer, the plasterer, and so on, were as much 
dependent as the employers upon their laborers; that they 
could not disregard the claims of the laborers for protec- 
tion in hours and wages, and that, if the mechanics bound 
themselves not to strike, they should also be in a position 
to hold their laborers from striking. The employers had 
taken the ground that wages and hours were not involved 
in the present dispute, and, when a union representative 
proposed that the wages paid to unskilled trades should 
not be reduced nor the hours increased, and that the la- 
borers should have representation through the mechanics, 
this was agreed to. The first case of arbitration under 
the perfected plan was that of the plasterers’ laborers, 
and the Arbitration Board awarded them $3.25 a day. 

The position of the walking delegate or business agent 

















428 QUARTERLY JOURNAL OF ECONOMICS 


under the arbitration plan becomes similar to that in unions 
outside the building trades; namely, an executive officer 
and prosecuting witness of the union. His legislative 
powers are taken away when his power to order a strike 
on his own judgment is taken away. It becomes his 
business solely to look for violations of agreements. The 
procedure under the rules of the Arbitration Board are 
undoubtedly slower than the summary procedure of the 
walking delegate; for, instead of calling out his men as 
soon as he sees a violation or as soon as he can assemble 
his fellow-delegates, he must submit the complaint to 
the secretary of the union, and the secretary must sub- 
mit it in writing with seal attached to the secretary of 
the Arbitration Board, known as the General Secretary, 
and the latter must address a copy to the employer com- 
plained of and a copy to the secretary of the association 
to which the employer belongs. Then the union and the 
Employers’ Association become the parties to the com- 
plaint, and they must select each two arbitrators from 
the General Board, not members of their own organiza- 
tions, and these must meet within twenty-four hours 
after notice is sent by the General Secretary. Before 
this board the business agent appears as a witness. Under 
this procedure, decisions at first seemed painfully delayed, 
and there was keen dissatisfaction among the unions. 
But the dissatisfaction was such as is always found where 
constitutional law and courts supersede military law and 
trial by battle. They aref{the defects of deliberation. 
Their virtue is in the prevention rather than the cure of 
wrong. The rules have been liberally interpreted, so 
that at present the walking delegate makes the complaint 
directly to the General Secretary, so as to avoid the delay 
of passing it through the hands of the union secretary. 
It has also been found, as predicted by the employers, that 
petty grievances are disappearing. The combined weight 
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of the entire Employers’ Association and all the unions 
is brought to bear upon an individual employer, and a 
notice direct from the General Secretary usually brings 
a correction, while the employers are careful in avoiding 
violations. Of course, the business agents retain all their 
prerogatives in dealing with contractors not members 
of the association; and for this purpose they have organ- 
ized a new board of delegates, known now as the Board 
of Representatives of the Building Trades of New York 
and Vicinity. This board is not recognized in the arbi- 
tration plan nor by the employers of the association. 

The General Arbitration Board, composed of two rep- 
resentatives of each union and each employers’ associa- 
tion, has had an interesting and peculiar development. 
As originally conceived by the employers, it was to be 
not really a board, but a panel from which to select the 
arbitrators on any particular dispute. It was to elect 
an executive committee of employers and employees in 
equal number and a general secretary; and these were 
to select the special arbitration board, whenever the par- 
ties to a complaint failed to do so. The powers of the 
General Board were to end with the election of the execu- 
tive committee. But gradually the board has become 
a joint conciliation body for the building industry, en- 
deavoring to settle disputes without resort to arbitration, 
or arranging the terms upon which arbitration is. 
At first, when a meeting was called, the union represen- 
tatives held a caucus on the evening preceding; and in 
the general meetings the two sides were inclined to line 
up solid. But, as matters proceeded and the earlier sus- 
picions wore off, the board has inclined to divide more 
according to individual judgment of the merits of the 
question and less on class lines. 

It was stated above that several of the unions delayed 
signing the agreement, and that work went on in their 
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stead with other workmen. The fortunes and mis- 
fortunes of some of these unions make a vivid chapter 
in the history of the New York building industry. So 
prolonged and spectacular was the fight of one of them under 
a dare-devil leader, and so wide-spread were the sensa- 
tional accounts of its doings, that to the outside world 
the entire industry seemed to be tied up. These sensa- 
tions undoubtedly made owners timid and retarded new 
enterprises; and this timidity of capital was the card, 
and the only card, that this union had to play. But many 
of the other unions and many seceders from this union 
returned quickly to work. 

The Brotherhood of Carpenters, after blunderingly 
starting the revolution and finding itself already starved 
when the real tumult began, hurried to sign the employers’ 
agreement; and thus by an unconditional surrender to 
the employers it won a victory over its rival, for the Amal- 
gamated Carpenters by delaying to sign were permanently 
disbarred. 

A different outcome befell the rival unions in the pain- 
ters’ trade. The Amalgamated Painters signed promptly, 
and hoped to bar their rival, the Brotherhood, which de- 
layed a month. But the Brotherhood had an exclusive 
contract with the Interior Decorators, already referred 
to, and was admitted. The Amalgamated then demanded 
an arbitration on the ground that it was discriminated 
against by these employers. This was the second case 
before the board. The special board decided that the 
exclusive agreement with the Brotherhood was in force 
when the joint arbitration plan was signed, and under 
Article 19 was to be respected. But the board went further, 
and ordered the Amalgamated Painters to join the Brother- 
hood, this being the national organization, adding that, 
when this should be done and the rivalry stopped, wages 
should be advanced 50 cents a day, to a minimum of $4. 
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This latter remarkable decision was challenged by the 
Amalgamated, and the General Board referred it to a 
judge of the Supreme Court, who promptly declared that 
the board had exceeded its powers in ordering a union, 
party to the agreement, to extinguish itself. The award 
of 50 cents of course fell with this decision, and the two 
unions of nearly equal strength continue their rivalry 
within the board. 

A jurisdictional dispute of ten years’ standing between 
the carpenters and the wood-workers was decided by an 
umpire and is enforced, although the same dispute under 
charge of the two national organizations is as far from 
settlement as ever. The same is true of another dispute 
which for fifteen years has been venerable with the critics 
of unions, and has caused more inconvenience than any 
jurisdictional matter in the building line. This is the 
contest between the bricklayers and electrical workers. 
In their case the two employers’ associations joined with 
their respective unions as parties to the complaint. The 
question was as to which union should cut the brickwork 
or fire-proofing necessary for the installation of electric 
cunduits. The decision is recognized by competent par- 
ties as not merely “splitting the difference,’ but a rea- 
sonable division according to the nature and circumstances 
of the work. 

The contest that centred about the Structural Iron 
Workers’ Union, or rather a faction of that union, was the 
one of most dramatic interest. The leader of the union 
was its delegate, Sam Parks, who also organized the Board 
of Delegates, and headed its corrupt clique. Parks claimed 
the credit of having raised the iron-workers from an ill- 
paid, disorganized rabble at $2.50 a day to a powerful 
union of 4,000 men at $4 a day. But this credit belongs 
also to the conditions of the trade, for wages elsewhere 
had risen in similar proportion. This fact the union was 
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beginning to recognize; and a faction within the union, 
dissatisfied with his bullying and dishonest methods, had 
been able a year before to elect as president Robert Neidig, 
a man exactly the opposite in every respect to Parks. 
Neidig’s faction at the semi-annual election, January, 
1903, had been able almost to defeat Parks for walking 
delegate; and, indeed, he was barely elected at the foot 
of the list of four delegates, two of whom were put in 
as Neidig men. The narrow margin discredited him; and 
the Neidig faction were confident, just prior to the July 
election, that they could defeat him. But the employers 
unwittingly came to the help of Parks. They furnished 
testimony to the district attorney on which he was ar- 
rested for extortion. He and his faction raised the cry 
of persecution. He appealed to his union to vindicate 
him by their election, boasting that the employers would 
then drop the prosecution, and promising at once to resign. 
His appeal was all the more taking because the particular 
charge on which he was arrested was a case where he had 
collected $2,000 “waiting time” for his men, and the men 
had actually received the money or a part of it, and had 
voted him a diamond ring in admiration of his services. 
As a matter of fact, this case was dropped by the district 
attorney; and Parks, when he was convicted three months 
later, was sentenced on another charge of taking $250 
at a different time and place. He secured his vindica- 
tion and was re-elected, but Neidig and his faction car- 
ried all of the other offices but one. Parks did not resign, 
but made the most desperate fight of which his bullying 
methods were capable. He drove Neidig from the chair 
and Neidig’s faction from the hall, and essayed even to 
capture the national convention and displace the national 
president, who had meanwhile expelled his union. He 
succeeded in having his union reinstated, and failed by 
only three votes to put his man in the presidency. His 
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union depleted its treasury in his defence before the court; 
but he was convicted, as were two confederates in other 
unions. About this time the Fuller Company joined the 
Employers’ Association, and paid a heavy fine. The suc- 
cess of the plan of arbitration was evident. Thereupon 
a “neutral” element in the Iron Workers’ Union gained 
control. It appointed a new strike committee, with power 
to make a settlement with the Iron League, the trade 
association of employers. But the employers mean- 
while had organized the Independent Housesmiths’ Union 
of New York, with a State charter, and had entered into 
an exclusive agreement with it. The foremen, with Neidig, 
had held aloof from Parks and his faction, though retain- 
ing membership in the union; and they undertook to teach 
the new men gathered in the new union. This was pos- 
sible, because the structural iron-worker is not strictly 
a skilled mechanic. He is simply a riveter working in 
a gang on a skyscraper or a bridge. The iron framework 
is constructed in the shop, where the pieces are shaped 
and the holes are drilled ready for the rivets. The re- 
quirements for the trade are not so much mechanical skill 
as recklessness and daring. The men say they do not die, 
but are jerked over the river. The strength of the union 
is the danger of the trade and the rivet that drops on the 
head of the non-union man. This accounts in part for the 
success of a man like Parks, and makes all the more sur- 
prising the success of a church-goer like Neidig. For three 
months after Parks’s removal, negotiations continued. 
National officers of the union, the executive committee 
of the American Federation of Labor, committees of cen- 
tral bodies, took a hand, but without result. Work pro- 
ceeded with the new union. The employers did not wish 
to run the risk of another Parks, and the new union stood 
on its agreement. But a settlement, to be permanent, 
must be in harmony with the national organization, of 
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which the Parks union still held the local charter. Fi- 
nally, Neidig was induced again to take hold. He brought 
about the dissolution of both unions, a reorganization 
into four locals chartered by the national organization, 
to be governed by a representative district council, a 
committee on membership with himself at the head, to ex- 
clude the “vicious and criminal element,” acceptance of 
the employers’ plan, and an agreement with the Iron 
League. This closed the last breach, and in January, 1904, 
rounded out the new form of joint government in the 
New York Building Trades. 

Joun R. Commons. 
New York, March, 1904. 





APPENDIX. 


ARBITRATION PLAN. 


Adopted at a conference held July 3, 1903, between the Board 
of Governors of the Building Trades Employers’ Association and 
the representatives of the Labor Unions, with explanatory clauses 
as adopted by the above joint conferences on July 9, 1903. 


1. In general the employers and employees of each trade are 
organized. This applies particularly to the mechanics of the trade 
and those helpers’ organizations from which the mechanics of that 
trade are largely derived. 

2. Where an agreement exists between employers and employees, 
all disputes in relation thereto shall be settled by a Board of Ar- 
bitration with an umpire, if necessary. The decision of said Board 
or umpire shall be final. Should either side to the dispute fail 
to select an umpire, or fail to abide by the decision of the umpire}; 
the dispute in question shall be referred to the General Board of 
Arbitration within twenty-four hours after such failure or refusal. 
The question of sympathetic strikes, or lockouts, and all questions 
as to the jurisdiction of trades, must be referred to the General 
Board of Arbitration, it being agreed and understood that such 
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kinds of work as have been heretofore recognized as being in the 
possession of a trade are not subjects for arbitration. 

3. Each association represented in the Building Trades Em- 
ployers’ Association of the city of New York shall elect two arbi- 
trators who shall serve for not less than six months. 

4. Each Union, the employers of which are represented in the 
Building Trades Employers’ Association, shall elect two arbitra- 
tors who shall serve for not less than six months, and who shall 
be actively engaged in their trades for an employer in Greater 
New York at the time of their election. 

5. The arbitrators from the Unions shall not be business agents. 

6. From this body of general arbitrators not less than four, two 
from the Employers’ Association and two from the Employees’ 
Unions, shall constitute a Special Arbitration Board. They shall 
meet within twenty-four hours when notified so to do by the Gen- 
eral Secretary. 

7. Those arbitrators from the Unions who may be in the em- 
ployment of members of this Association are guaranteed re-em- 
ployment by their firm or corporation when the special case on 
which they have served has been disposed of. 

8. The Unions as a whole or as a single Union shall not order 
any strike against a member of the Building Trades Employers’ 
Association collectively or individually, nor shall any number 
of Union men leave the works of a member of the Building Trades 
Employers’ Association, nor shall any member of the Building 
‘lrades Employers’ Association lock out his employees before the 
matter in dispute has been brought before the General Arbitration 
Board and settled. 

9. Complaints shall be first addressed to the General Secretary 
of the Arbitration Board, who shall be a paid employee, and by 
him be referred to the Executive Committee of the General Ar- 
bitration Board, composed of an equal number of employers and 
employees, and it shall be their duty at once to organize a Special 
Arbitration Board to decide the point at issue. 

10. It shall be the privilege of any Union or member of the Em- 
ployers’ Association to select from all the General Arbitrators the 
individuals they desire to act for them, but no General Arbitrator 
can act when the dispute is occurring in the trade which he rep- 
resents. 

11. The General Arbitrators must be given power by the inter- 
ests they are acting for. 
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12. Arbitration papers are to be drawn up stating specifically 
the matter in dispute, and that both sides agree to abide by the 
vote of the majority of the Board or the decision of an umpire. 
The umpire must be selected before the case is opened. 

13. These papers must be properly signed and sealed by the 
members of the Board, each side receiving its copy. Then, after 
a careful hearing of the case stenographically reported, the ver- 
dict obtained by a majority vote, or decision of the umpire, shall 
be final and binding. 

14. After a few trials, precedents will be established which can 
be used to strengthen the position of either side in subsequent 
trials, and can be quoted as in our courts of law. 

15. The members of this Association agree to employ members 
of the trades-unions only, directly or indirectly, when parties to 
this agreement. It is understood, however, that in any case where 
a trade union is unable to provide sufficient workmen, the employer 
or employers in that trade may hire workmen, not members, who 
shall become members of the Union, if competent. That after 
the date of the signing of this agreement no Union shall become 
a party to this agreement without the consent of the Executive 
Committee. 

16. Resolved, That the wages now paid in the unskilled trades 
shall not be reduced nor the hours increased for one year from the 
date of the general acceptance of this agreement. In any diffi- 
culty arising in the unskilled trades, they may, through the me- 
chanics of that particular trade, have representation in the Gen- 
eral Arbitration Board. 


EXPLANATORY CLAUSES ADOPTED JULY 9, 1903. 


Be it Resolved, That Article 15 shall be interpreted as follows:— 

17. That the matter of supplying sufficient workmen shall be 
left to the Arbitration Board of the individual trade to be governed 
by its trade conditions, but that, in case of continued failure on 
the part of the Unions to supply sufficient workmen, any member 
of the Building Trades Employers’ Association may refer the mat- 
ter to the General Arbitration Board for settlement. 

18. Be it Resolved, That it is understood and agreed to by this 
Conference that the first clause of Article 16 applies to skilled as 
well as unskilled trades. 

19. It is understood and agreed that all existing trade agree- 
ments remain in full force, except in so far as they may conflict 
with the above arbitration plan. 




















NOTES AND MEMORANDA. 


THE VARIATION OF PRODUCTIVE FORCES: A 
REJOINDER. 


At some future time I hope to review the subject of the 
variation of productive forces, in the light of the interest- 
ing suggestions that have been received since the publica- 
tion of my article in this Journal in 1902. Meanwhile the 
note which Professor Flux contributed to the last issue 
(February, 1904) seems to call for a few words of rejoinder. 
Since I am not yet ready to renew the discussion of the 
main topics involved, I shall confine myself to Professor 
Flux’s criticism that my article did not present correctly 
the opinions of Professor Marshall. 

First, as to some minor points. On page 281 Professor 
Flux observes that I said that Professor Marshall referred 
to some investigations of the Arkansas experiment stations 
“in proof” of the law of diminishing returns instead of in 
“illustration” of it. But at this point I was not criticis- 
ing Professor Marshall, did not profess to give his exact 
words, and referred to the Arkansas investigation merely 
in order to. contrast the nature of the experimental proof 
that would be needed to prove the law of diminishing re- 
turns with that sometimes offered in support of the law of 
economy of organization. It was in this connection only 
that I used the word “ proof.” 

On page 282 of his note Professor Flux maintains that I 
did not give an adequate explanation of Professor Marshall’s 
device of “‘a representative firm,” and asks, “‘Is it, then, 
satisfactory to criticise the methods specially devised for 
handling the problem, while representing them as having 
reference to static conditions?” Now the fact is that I 
nowhere undertook to explain fully, still less to criticise, 
Professor Marshall’s device. When, on page 492, I referred 
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to the subject of a representative firm, it was merely for 
the purpose of pointing out that it assumed the existence 
of different costs of production. My reference to Professor 
Marshall was made in support of the contention that Mill 
was wrong in holding that manufactured goods are pro- 
duced under conditions of uniform cost. 

The last point, more important, relates to my criticism 
of Professor Marshall’s teachings concerning the effect of 
a reduction in the demand for a commodity produced under 
conditions of decreasing cost. Now Professor Marshall 
does lay down,' without any qualifications, the precise doc- 
trine attributed to him. He says that ‘‘a tax on a com- 
modity which obeys the law of increasing return is more in- 
jurious to the consumer than if levied on one which obeys 
the law of constant return.” This proposition he explains, 
in the second foot-note, by a diagram constructed in the 
manner described in my article, and showing that the effect 
of the reduction of the supply caused by the tax is to raise 
the marginal cost by more than the amount of the tax. 
My contention was, and is, that such a tax raises the price 
by less than its full amount. 

Professor Flux is good enough to call my attention to 
certain qualifications which Professor Marshall introduces 
on pages 516, 517; and 518 of his Principles; but an ex-. 
amination of these passages will show that they caution the 
reader from inferring that, when a restriction of supply 
causes an increase in the cost of production, this increase 
will follow the line by whichthe cost decreased when the 
output was originally enlarged. I said nothing about Pro- 
fessor Marshall’s views concerning the manner in which the 
cost would rise under the influence of such a restriction. 
My contention was, and is, that the cost would not rise, 
but, as a rule, would decline. This may have been correct 
or may have been incorrect, but it was not a misrepresenta- 
tion of Professor Marshall’s position. He clearly teaches 
that a restriction of output tends to raise cost of production 
where a commodity obeys the law of decreasing cost. 
sche 1 Principles of Economics, 4th edition, p. 530. 
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I need not add that, upon almost all the subjects treated 
in my article, I was glad to be able to appeal to the author- 
ity of such a work as the Principles of Economics. In re- 
spect for that treatise I should hardly allow myself to be 
outdone by Professor Flux; and an examination of the 
foot-notes of my article will show the full extent of my 


obligations to it. , 
CHARLES J. BULLOCK. 


DARWIN’S MUNICIPAL TRADE. 


The precise scope of Major Darwin’s book is more accu- 
rately defined in its sub-title,—The Advantages and Dis- 
advantages resulting from the Substitution of Representative 
Bodies for Private Proprietors in the Management of In- 
dustrial Undertakings. The entire discussion is marked by 
such accurate statements of the points at issue, and such 
full and fair presentation of all the considerations bearing 
upon each point, as to distinguish the book from the mass 
of others which go to make up the rising flood of economic 
literature. It is one of the few recent publications which 
combine something of the thoroughness of the classical 
writers with the timeliness of the pamphleteer. 

Major Darwin’s attitude is neither that of the economic 
Bourbon whose mind is incapable of receiving any impres- 
sion which might lead him to favor municipal ownership, 
nor that of the socialist who can see nothing but greed and 
sordidness in private enterprise. His attitude is that of one 
who cares nothing for private enterprise or public owner- 
ship for its own sake, but simply wants the best service at 
the lowest cost to the public. His method is the eminently 
sane one of analyzing actual experience with the two kinds 
of enterprise, as well as the forces and motives which con- 
trol business on the one hand and politics on the other. 
The question is simply, Does our experience and our knowl- 
edge of business and politics give us a reasonable ground for 
believing that public ownership will give better service at 


1 Municipal Trade. By Major Leonard Darwin. New York: E. P. Dutton 
& Co. 1903. 
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a lower cost than we are likely to get under private owner- 
ship? That the author’s method can give no final, but only 
a probable, conclusion is nothing against it, but rather very 
much in its favor. He is to be congratulated for having 
abandoned all a priori reasoning based on the “invisible 
hand” theory, which might have given him a final, though 
probably false, conclusion. He is equally to be congratu- 
lated for having refused to trifle with the question by using 
statistics to give a showing of finality to his conclusion. 

That his conclusion is in favor of public control over 
private owners rather than public ownership and operation 
is less significant than his method of treatment. Most 
economic students have already reached that conclusion. 
Those who have not may still be left unconvinced by his 
reasoning, but no student can read the work through with- 
out the conviction that he has examined conscientiously 
every side of the question and every argument pro and con. 
It is its thoroughness and judicial-mindedness, together 
with its absolute freedom from all attempts to give an air 
of finality to its conclusions, which make this book a no- 
table one. 

It has its ethical value also, which is of peculiar interest 
to students of economics. There are few sciences where so 
much depends on the fairness of the student, his willingness 
to see general facts which cannot be reduced to tangible 
form, and his ability or willingness to give to these more 
or less intangible facts and principles their proper weight. 
Owing to the value of these qualities in our science, a dis- 
cussion which embodies them in the highest degree is of 
value, regardless of the particular conclusions reached,—is, 
in fact, of much more value than a discussion which, lack- 
ing these qualities, happens to reach absolutely sound con- 
clusions. The discussion is so thoroughgoing and detailed 
as, at times, to tax the patience of the reader; but his work 
is greatly facilitated by an admirable and complete ana- 
lytical table of contents, and also by the author’s practice 
of summarizing each chapter in a closing paragraph. 


T. N. Carver. 
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